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GENERAL OUTLINES OF THE HISTORY OF THE LABOR THEORY 

OF VALUE 

1. The fallowing historjf of the labor theory of value 
b^ius with Adam Smith, not because it is supposed that 
Pohtical Economy was bom with the tVealth of NaiionSi 
but because no other work written affords so convenient a 
starting' poll It to the historian who has no desire to press 
his investigations into regions too remote from mcKlem in- 
terests. 

After Adam Smith, the writers to be considered are 
Ricardo and Malthus, McCulloch, James Mill and Torrens, 
Senior, John Stuart Mill, and Caimes. In the next great 
treatise after that of Caimes» the Principles of Economics of 
Marshall, there is nothing left of the labor theory of \^lue, 
except a note at the end of a chapter on the general theory 
of the equilibrium of supply and demand.^ This note, "On 
Ricardo's Theory of Value," endeavors to state the uhimate 
relations of cost, utility and value in such a manner that 
Ricardo's explanation of value is made to appear as a state- 
ment true as far as it goes, which errs only in being incom- 
plete, and which is completed, not refuted, by the utility 
theory. This view will be taken up in the last chapter of 
the present essay* But no separate chapter is devoted to 
Professor Marshall's work, because, as a matter of fact, the 
Rioardtan labor theory finds no place in the text of his Prin- 
ciples^ From Smith to Cairnes^ the list of writers given 

*Chap* xtv of book V, 4tb ed., 1898, pp, SSASJ^^ 
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above was; fleeted as well calculated to exhibit the g^eneral 
line^ of '.^cv'tiopment of English political economy. No 
altenlpt has been made to discover writers outside of this 
^i&t/^ although it is not denied that such writers may not at 
. present receive due credit for their influence upon the de- 
vxlopmeut of economic theory. Making no attempt at what 
might be called a discursive or exteyisive study of the field, 
this histcAy will be confined to an interisive study of the 
chief writers, If it be fbund that certain of the above list 
of writers contributed nothing but error to the theory of 
value — and such is the case with three of them — even such 
a conclusion is deemed to be of historical value. 

2. With the limits of our field thus defined, attention 
should first be called to a fairly prevalent, but mistaken, 
impression regarding the so-called classical labor theory of 
value. It is frequently assumed that this theory of value 
was a simple and absoltite dictum, supported in substantial 
unanimity by a considerable body of writers, called collec- 
tively " the classical school/' There is, no doubt, sufficient 
resemblance among these writers in their general tendencies 
of thought to justify the tenn '* classical school;'* but with 
respect to their views on the central problem of value, it is 
their differences of opinion that at present need emphasis, 
just as it is these differences which take the modern reader 
by surprise when he first undertakes a detailed study of their 
writings. Instead of finding the minds of the early Eng- 
lish economists dominated by a single labor theory, having 
the merit of great directness and simplicity, the historian of 
the theory is confronted with an appalling jumble of ideas 
on the relation of labor to vahie. Ricardo, it is tnie, de* 
fende^l the simple thesis that the exchange value of a com- 
modity is governed by its cost of production in labor, but it 
is sometimes forgotten that he hedged this doctrine about 
WMth several important qualifications and conditions, Fur- 
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thtrmore, there was not a contanporary or subseciueiit writer 
who did not differ from Ricardo in important points of 
theory. Taking Smith, Malthus, Ricardo, McCulloch, Tor- 
rens, and James Mil! tc^ether, we find labor sometimes con- 
ceived of as disutility cost^ at other times as productive 
power f without any recognition of the distinction between 
these concepts. Yet this distinction may be of great im- 
portance in certain propositions of theory. We find Mc- 
Culloch at one time claiming; that the value-determining 
labor employed in the production of a commodity includes 
the operations of machines and inanimate objects, which are 
" philosophically just as truly labor as human exertions." 
Torrens maintained that value is governed by cost of pro- 
duction in " accumulated " labor, and James Mill held in- 
terest on capital to be really wages of labor, an absurd 
thought absolutely foreign to Ricardo's theory. In addi- 
tion to the labor-cost regulator of value, there was the labor- 
command measure of value^ the measure of the value * of a 
good for all times and places, alleged to be afforded by the 
amount of labor which could be commanded by it or had 
in exchange for it. The principal defender of this measure, 
Malthus^ did not believe in the tabor-cost regulator. It was 
asserted that the " value of labor" is the same in all times 
and places. When this value is inadvertently identified with 
exchange value, which must, of course, be measured by the 
commodity wages of labor, some highly interesting argu- 
ments are necessitated to show that real wages are in some 
sense or other the same in all times and places, in spite of 
the fact that, as commonly understood, they are by no means 
the same. We find a "corn measure" of value first pro- 
posed as a convenient index to the true labor measure. But, 

* Value was in thij connection used in another sense than pure ex* 
change value, btit the dtfTerence of £]8:n] finance was never satisfactorily 
explained. 
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strange to say* later \\'e niii upon a proposal to take an 

" arithmetic mean l>etweeii corn and labor" (i. e,^ between 
tlieir prices) as the '* least defective measure " of " intrinsic 
value in exchangee," Cost of production was used without 
any distinguishing adjectives to indicate concepts so distinct 
as entrepreneur's cost and labor cost (presumably " disutil- 
ity cost"). In consequence there arose a dispute, which 
was at the time nearly unintelligible, as to whether or not 
profits (*» e.f interest on capital) are a part of cost of pro- 
duction. 

T;. In the con fusion » a few main lines of thought can be dis- 
cerned. There is a theory of value regulation, and there is 
a theory of value nteasurenienf, which is^ as Maithus and 
otl:ers pointed out, a distinct thing from value r^uiation, 
The classical theory of value regulation was composed of 
two separate accounts. That is^ these two accounts were 
of distinct origin and nature, and should have been kept 
distinct. Instead of this they were more or less fused and 
the relation between them was always clouded. To this fact 
is due the great difficulty all must experietice in reaching a 
complete understanding of the classical theory. Though it 
is for this reason very necessary to give the accounts separ- 
ate names, it seems impossible to find unobjectionable terms. 
Professor von Wieser, from whom I have taken the idea 
that the confusion between these two accounts is the key to 
the history of the labor theory of value, distinguishes them 
by the terms " philosophical " and " empirical/* * 

^Natural Valtu, edited by Wm. Smart (London, 1893), pp. xxvii- 
xxix. Von Wirser gives but three pages of the preface of N'aturat 
Viflue to the writings of Adam Smith and Ricardo on value. But in 
this brief though profound passage, he has net only suggested what I 
believe to be the true interpretation of the theories of Smith and Ri- 
cardo, but he has also made the greatest single contribution to our 
understanding of the subsequent course of Enghsh thought on the 
tubject. 
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Adopting' these naines, in default of better^ the " phi)o- 
sophical '* account is the answer of the fathers of mo<lern 
political economy to the genera! riddle of value, the riddle 
of its ultimate nature, or essence. At first blush it would 
seem that thing's must derive their value from their useful- 
ness. But almost immediately the mind turns to the fact, 
which has since *' classical '* days become such a time- 
honored illustration* that bread is " more useful ** than gold, 
but much less valuable The usefulness of br^d, as it is 
here understood, is its general or characteristic usefulness, 
its usefulness as a class of things, its power to prcserv^e our 
health and strength, Meditatingf upon the importance of 
the aitire class of utilities represented by bread, one is led to 
ignore the question whetlier tlie specific utility of a partic- 
ular piece of bread, in the given circumstances of the supply 
of bread, is not less than the specific usefulness of a par- 
ticular piece of gold for purposes of ornament, in the given 
circumstances of the supply of gold. This is the line of 
inquiry which leads to the utility theory. But having 
passed the place where this road branches off, the earlier 
speculation on value reached the conclusion that things 
possessing utility have their values determined by their cost 
in \a\xK. This answer to the riddle seems foreordained, 
when once Adam Smith's '* value in use'' is adopted as the 
sole conception of utility. Elaboration and illustration of 
this philosophy always leads to primitive and "natural" 
society, where the hunter and fisherman, rent-free and equaU 
exchange the prixlucts of their labor as measured in days. 
When, however, the attention turns to the market-price of 
goods in the actual worlds it is observed as a matter of busi- 
ness experience, in contrast with speculation with regard to 
the essence of things, that the exchange value of commodi- 
ties tends to equal the sum of the wages of labor, the 
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*' |>rofit» *' of stock, and the rent of land * which must be 
paid lu retain their production* This is the '* empirical" 
2crotini. 'tlic principle discovered is that now known as 
the Livv of cfUrepreneur's costs.' 

The central idea in the ** philosophical " account is that 
Jabor^cost is the essence of value. It appeals primarily to 
the reader's introspective judgment for confirmation. The 
primiitve state of society by which it is illustrated is quite 
imaf^fifiary. The *' enipirical ^' account is an outwardly ob- 
served tendency of market competition. In the progress of 
the thought of English economists upon value» the *' philo- 
Kophiral ** la!H>r-cost account becomes more and more atten- 
UAte» until in the Principles of Professor Marshall, as before 
observed, nothing remains of it but a note on " Ricardo's 
Ttioory of Value/* Professor Marshall's g^eral theory of 
the ccinilibrinni of normal demand and supply is the classical 
"empiricar' accwmt enlarged and greatly improved, with 
some of tlie more genera! laws of the newer utility theory 
iuc<^r]H)ratcfl into the whole to serve as the ultimate prin- 
ciples of demand. While the ** philosophical " account was 
fiuttuf; away, the ** empirical" account was becoming vir- 
ttinlly the whole thef>ry of vahie. Strange to say, Rtcardo 
coiitributrd \tvy little to the advancement of the empirical 
MX^ouut as such, 'ITie direct line of descent of this doctrine 

15 traceable frxMU Smith's Wealth of Nations, through the 
PrincipUs of Mnlthus and J. S. Mill to Marshall. Neither 
Ktcardo nor Caimes can be considered to stand in the line* 



^ Retit of Utid w«ft excluded by R!cardo« but t deluded by Smith and 
M«Jthiis, And a\so by J. B. Say* 
*Thr Au^triui writers arc accustomed to call this the ''empirical law 

*Th« detailed hbt047 ^vea m the following chapter* wiU, it is be- 
lieved, substantiate iha view. The development oi the law of etttrefire* 
ontr'a zxists wiU be traced only so far a» U ntccsury in order to aodcr* 
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Adam Smith and Malthus considered ground- rent to be 
a " component part " of entrepreneur's cost (not that they 
employed the terra entrepreneur's cost), co-ordinate with 
wages and *' profits of stock." Ricardo never stated a law 
of entrepreneur's cost plainly, formally, as such, though he 
gave it an obscure recc^ition as a source of difficulty to the 
pure labor theory of value. But he influenced its form pro- 
foundly, for when the doctrine passed into the hands of 
J, S. Mill, the latter removed the rent of land from among 
the elements of cost, leaving wages and interest,^ 

While many points of detail will appear in the following 
pages, it will be found necessary to truce the relations of 
the two great accounts of value, the " philosophical " and 
the "empirical/' in the writings of every economist here- 
after considered. 



3ta.nd the hhtory al the labor theory, but it tt indispcn^ble to follow 
(he genera] lines of its progress if wfi are to perteive the "fietting:'' 
of the libor theory. 

' Mill grants certain exceptions to the proposition that rent cannot 
"enter into price," but placed no emphasis upon them. 



CHAPTER II 



ADAM SMITH S PHILOSOPHICAL OR PRIMITIVE ACCOUNT OF 

VALUE. 

I. There is a veritable multiplicity of explanaticKis of 
value in the Wealth of Nations, which makes a history of 
Adam Smith's views on this subject extremely difficult writ- 
ing-. Many a wise or philosophical sort of observation 
may be correct in a g^eneral way, or largely true, and yet not 
be precisely true. Perhaps the greater part of what Adam 
Smith has said on the nature of value consists of reflections 
of this kind, and the student of his text can never be certain 
that he really planned to describe the laws of value with that 
precision which modem theory at least hopes to attain. 
Still there are some exact theorems laid down* The lan- 
guage in wliich these are expressed is uniformly flowing 
and makes good reading; but it seems to be more an elo- 
quent appeal against the shallow mercantilist view of wealth, 
than an attempt at a painstaking analysis of the facts of 
\^ah!e. The following thoroughly typical passage from the 
chapter, *' Of the Real and Nominal Price of Commodities, 
or of their Price in Labor and their Price in Money," is 
truly a call to people to look away from money as the sole 
measure of wealth and r^^ard the real source of wealth. 
But in spite of this it happens to end in a precise proposition 
or theory of value : 

" Wealth, as Mr. Hobbes says, is power. But the person 
who either acquires, or succeeds to a great fortune, does not 
16 t^4 
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necessarily acquire or succeed to any political power, eitlier 
dvil OT military. * * * * The power which that posses- 
sion immediately and directly conveys to him, is the power 
of purchasing, a certain command over all the labour, or ovvT 
all the produce of labour which is then in the market. His 
fortune is greater or less, precisely in proportion to the extent 
of, his i>ower; or to the quantity either of other men's labour, 
or, what is the same thing, of the province of other meit's 
labour, which it enables him to purchase or command. The 
exchangeable value of everything must always be precisely equal 
to the extent of this power which it conveys to its owner/' ' 

From which Adam Smith concludes that labor is " the real 
me^aure-of thr exchangeable value 6f all "conim6<titt6s^." 
The exact meaning' of the conclusion, it must be obse^■'ed^ 
is not plain. If ''exchangeable value" meant mere ex- 
change \^1ue in the modern sense — the power of a good to 
exchange for some quantity of another good objectively 
measured in weight, volume^ or length — then money woidd 
afford R measure of this value quite as reliable as labor and 
far more convenient. What is intended by *' exchangeable 
vaUie " is a question we may approach later, but whatever 
exact meaning we take for this term, we find that the series 
^of general observations preceding the conclusion does not 
rove this conclusion as a precise propositioti. This pas- 
sage is typical of the chapter. Painstaking study of Smith's 
theory or theories of value is also made difficult by occa- 
. siortal lapses into very loose terminology- For an instance, 
[Iwe find the sentence, ** etjual quantities of labor^ at all times 
and places, may be said to be of equal value to the laborer." * 



^Wialih of Nations^ ad Thorold Rogers ed., 1880, pp. 31-5. 
sequent page references are to this edition, voIuthc r. 
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The context shows that, in all prabability, value here means 
disutility.^ 

The several different minor theories of value given by 
Adam Smith are not woven into a whole by him. The stu- 
dent of his views approaches his great work with a respect 
that amounts to awe, and it takes time to force himself to 
the conclusion that there is a part of the Wealth of Natio^is 
which, though profoundly suggestive, is not entirely con- 
sistent. The attempt, instinctively made by the commen- 
tator, to find a hidden consistency behind the various in- 
compatible utterances, to discover a hypothesis upon which 
the contradictions may be declared apparent only, is, accord- 
ing to the belief of the writer, fore-doomed to complete 
faikire. 

Within the plurality of explanations of value two main 
divisions are discernible, the first contained in Chapter V^ 
and the second in Chapters VI and VII of Book L' These 
are the '* philosophical " and the " empirical *' accounts dis- 
tinguished in the first chapter of this essay. The first of 
these is in its place stated in general termsp as if uncondi- 
tionally true, but when the empirical account is reached, a 
considerable part of what had been said previously is re- 
stricted to ** that early and rude state of society which pre- 
cedes both the accumulation of stock and the appropriation 
of land," * For this reason what has been called the " phil* 

'Referring to the word* just quoted, Mr. Ingram says: **This sen- 
tence, which on close examination will be found to have no definite in- 
telligible sense, affords 2. good example of the way in which ni^Uphysical 
modes of thought obscure economic ideas." History of FoHiictU 
Econotny^ p. 94, note. 

'Chap. V. **OF th« Real and Nominal Price of Commodities, or of 
their Price in Labour and their Price in Money /^ Chap, vi* '*Of iht 
Component Parts of the Price of Commodities/* Ch^p. vii* '*Of the 
Natural and Market Price of Commodities," 

*P. 49. At the same time many important assertions in the "philo- 
flophtcaJ account'^ arc not restricted to primitive conditions. 
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osopliical," may, in the case of Adam Smith, alsa be called 
the " primitive ** account of value. 

2. Preparatory to taking up the philosophical account, a 
few words on the use of the terms labor and value are per- 
tinent. The word labor, now as formerly, denotes really 
two distinct, though related, things. One is the productive 
power of human beings. For instance, labor and natural 
agents are called factors in production, or it is said that the 
entrepreneur purchases labor. The other is the disutility 
or discomfort endured by men in the course of production, 
as in the sentence: " This article has cost me much labor/' ^ 
Productive power may be accompanied by no disutility, or 
by moderate or high disutility, according to circumstances. 
Labor is usetl in both senses by Adam Smith, As for the 
word value, Smith explains at the outset that the term has 
two meanings, *' value in use" and "value in exchange," 
and restricts his investigations to the principles of the 
" exchangeable value." This is defined as the " power of 
purchasing other goods " which an object " conveys " to its 
owner.'' But Adam Smith does not explain nor appear to 
realize that he uses the term " exchangeable value " in two 
senses. When he asserts that the " real worth " of any- 
thing to a man " is the toil and trouble which it can save 
himself, and which it can impose on other people/' and that 
therefore labor is the real measure of the " exchangeable 
value of ail commodities/' "exchangeable value" means 
something other than mere purchasing power. Writing 



' It i* true that an article's cost in labor may instead mean its cost in 
productivt power. The cost in this case ie at bottom the utility of some 
other article which might have been created by this productive power 
had it not been employed in making the Rrst article^, Iti the same sense 
we speak of a thing a* costing money, 

'P. ^t in chap, iv* 
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nearly a century later, Meiiger said that value is that sig- 
nificance (Bedeutung) which a good attains in our estima- 
tion wheii we feel the satisfaction of some want to be con- 
ditioned upon it. This is ** esteem value/' or value as 
Bedeutung. Smith's concept, of value as " real worth/' 
which he has miscalled ** excliangeable " vaJue. is some- 
thing analogous to this. But Smith finds the significance 
in labor instead of in satisfaction.* 

3. Turning now directly to the "philosophicar* account, 
we find the multiplicity of Adam Smith's explanations of 
value illustrated once more by the fact that within this 
chapter he suggests two distinct labor standards. One ts 
gi^'cn as a regulator of value, a something which quantita- 
tively governs value. The other is merely a measure of 
value. There is no adequate discussion of the mutual rela- 
tions of the two. Both appear in the following sentence: 

" What everything is worth to the man who has acquired 
It, and who wants to dispose of it or exchange it (or some- 
thing else^ is the toil and trouble which it can save to himself ^ 
and which it can impose on other people." ' 



The " toil *' saved " to himself " must be the labor cost of 
reproduction, not distinguished by Smith from cost of pro- 
duction. The two standards are asserted separately. In 
an early and rude state of society, 

" the proportion between the quantities of labour necessary for 
acquiring different objects seems to be the only circumstance 



I 



* It has been suggested by rnany writers that the germ of practically 
every theory of value is found in the Wealth of Nations, That is prob- 
ably true, if we except the utility theory, which associates quantity of 
value with quantity of utility, a conception absolutely foreign to Adam 
Stnitb*5 thought, 

"P. 31. 
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which can afford any rule for exchanging them for one 
another." ^ 



And 

" at all times and places, that is dear 
costs much labour to acquire." ' 



which It 



I 



And again; 

" The value of any conimocUty to the person who possesses 

it [and wishes to exchange it] is equal to the quantity of lahour 
which it enables him to purchase or command. Labour, there* 
fore, is the real measure of the exchangeable vahie of all 
commodities," " 

TTic first of these, in accordance with which it is asserted 
that value is governed (in the philosophical primitive con- 
ditions) by cost in labor* may be called the labor-cost stand- 
ard. Tile second finds a convaiient name as the labor-com- 
mand standard.* The two play separate and important 
parts in the subsequent history of the labor theory of value, 
Ricardo adopted the labor-cost standard as applicable to the 
conditions of advanced or capitalistic society and repudi- 
ated the labor-command measure. Malthas, on the con- 
trary, defended the latter and rejecterl the former,* 

'P. 49, *P. 54' *P* 30. 

* In thU instance the worH "standard" U used in a sense sufficiently gen- 
eral to include a regulator (r. e., a measuring caase) and a mere meas- 
lire. A standard is *'i. Any measure of extent^ i^ua^ntity, quality or 
value," , , , " 2, Any (act, thing or circumstance forming a basis for 
ftdjustmciit and regulation." Standard Diciionary. 

^ What Adam Smith has to s^y of the relation of these standards, one 
to the other, comes in connection with the account for advanced society, 
where he discards the labor-coat standard but retains the labor-command 
measure. 
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4. Since the amount of the vakie of a good is asserted to 
bear certain definite relations to the amount of labor it costs 
or commands, it is a very proper question to inquire how 
quantity of labor is measured in any particular case, Adam 
Smith remarks that the quantity of money for which a g^ood 
can be exchang^ed is *' a plain palpable object," but that the 
quantity of labor which it commands, indirectly through the 
use of money is '* an abstract notion, which, thoug;h it can 
be made sufficiently intelligible, it {sic) is not altogether so 
natural and obvious/' * He suggests, in that most excellent 
and familiar Smithian sentence, that the proportions in 
which different concrete kinds of labor exchange (or count 
for quantity of labor in general or in the abstract) are 

'* adjusted not by any acairate measure, but by the higgling 
and bargaining of the market, according to that sort of rough 
equality which, though not exact, is sufficient for carrying 
on the business of common life." * 



I 



Nevertheless there are certain principles which enable us to " 
define quantity of labor in a general way. Time alone spent 
at a task does not determine the quantity of labor put forth, 
Tlie different degrees of hardship endured and of ingenuity 
exercised in different employments must also be considered. 
If we should assume for the moment that there were 
exact units of disutility and skill as of time, Adam Smith's 
theory would signify that the quantity of labor in any par- 
ticular case is measured by time units weighted with units 
of disutility and of skill The amount of two different 
kinds of labor commanded in exchange by any commodity 
depends upon the wages commonly earned at these kinds of 
labor. If a certain commodity, worth such and such a sum 
of money* commands in exchange one day of labor in em- 



*P,33. 
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ployment A and two days in employment B, Adam Smith 
^voukl tie forced to assume that one clay of A is the s.ime 
quantity of labor as two days of B. At bottom, then, the 
theory means that one day of A is the same quantity of 
labor as two days of B, because these two pieces of labor 
get the same wages- 
Taking- it for granted that the amount of wages paid 
(under competitive conditions) is a true test of the quaufity 
of labor in any given concrete task* we shall find some fur- 
ther speculation on this question if we turn to the famous 
chapter upon the inequality of wages in different employ- 
ments.* In this chapter there is a suggestion that the extra 
reward for skilled labor is a disguised payment for superior 
disutility. The following analogy drawn between skill and 
a machine has been used by many later writers : 

" When any expensive machine is erected^ tbe extraordinary 
work to be performed by it before it is worn out, it must 
be expected, will replace the capital laid out upon it^ with at 
least the ordinary profits. A man educated at the expense of 
much labour and time to any of those employments which re- 
quire extraordinary dexterity and skill, may be compared to 
one of those expensive machines. The work which he learns 
to perform, it must be expected, over and above the asual 
wages of common labour, will replace to him the whole ex* 
pcnse of his education, with at least the ordinary profits 
of an equally valuable capital, ♦ * * The difference be- 
tween the wages of skilled labour and those of common labour 
15 founded upon this principle.*' ' 

Thus skill represents disutility incurred in its acquisition, 
and the surplus reward to skill is virtually reward to dis- 
utility in a form bearing analogies to interest. This is for 
acquired skill. What is to be said of inborn skill, of native 
> Chap. X, of book i. * P, 106, 
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superior talents? This question apparently escapes Adam 

Smith. Uniformly, the tacit assumption underlying his 
thought seems to be tliat of the inboni equality of powers 
in men. Keeping this asstunption in mind, we see that 
Smith's view amounts to the theory that all occupations are 
about equally well rewarded, all things considered. Higher 
wages arc paid only where there is more labor, ultimately in 
the sense of disutility. The inequalities of wages are such 
only in proportion to the time of labor.* 

To give a mid'chapter summary of results — pttt together 
by ourselves rather than by Smith — if the exchange values 
of goods are to be governed by the quantity of labor which 
they have cost, and the " real worth " of goods is to be 
measurefl either by the quantity of labor they have cost or 
by that which they can command in exchange, there must be 
some means of defining the quantity of labor in diflferent 
emplojiuentSn Adam Smith has made this depend, in the 
first instance, upon time compounded with amounts of dis- 
utility and skill But he has further suggested that the 
element of skill really represents a past disutility* The 
principal assumption involved is that all occupations are 
competed for by men bom equal in efficiency. If he did 
not clearly avoid the appearance of laying down hard and 
fast principles, we could conclude that he meant quantity of 
disutility by quantity of labor. 

5. Tlie dictimi that labor is the means of measuring the 
"real worth " of goods does not, I believe, necessarily in- 



Mn on« place Smith puts forward a naive and uncritical explanation 

of the reward to skill , comparable to his explanation of the division of 
labor as due to a propensity of ruen to truck and barter. *'lf . » * one 
species of labour requires an uncommon degree of dexterity and inge- 
nuity, (h^ f$trfm which mtn have for such talents will naturally g^tve a 
v^lue to their produce superior to what wouM be due tq the time em- 
pli>yed abotit it/* P. 49- 
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volve the notion that this measure can be used to compare 
the value of a good in A. D. 1400 with its value in 1800, or 
its value in China with that in England. An important 
part of the chapter on the real and nominal price of com- 
modities is given over to the claim that labor furnishes an 
" invariable measure " of vaiue in all times and plac^. 
Money, the most convenient measure of value in a given 
time and place, varies in its value in different times and 
places. But 

*' Equal quantities of labour, at all times and places, may be 
said to he of eqnal value to the labourer. In his ordinary state 
of health, strength and spirits, in the ordinary degree of his 
skill and dexterity, he must always lay down the same portion 
of his ease^ his liberty, and his h.appincss. The price which 
he pays must always be the same, whatever may be the quantity 
of goods which he receives in return for it. * * * Labour 
alone, therefore, never varying in its own value, is alone the ulti- 
mate and real standard by which the value of all commodities 
can at all times and places be estimated and compared/* ^ 

In this passage the mi&use of the word value is flagrant^ 
but the meaning is plain. No matter what be the physical 
quantity of goods which a day of labor either produces or 
cams as wages, the valne of these goods, in the sense of 
sigitificaftce to human welfare, is tlie same, because they 
cost the saine amount of disutility. The person who pur- 
chases labor commands it sometimes with a greater and 
sometimes with a lesser amount of goods : 

" It appears to him dear in the one case, And cheap in the 
other* In reality, however, it is the goods which are cheap in 
the one case and dear in the other/' * 



'P. 34. 
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The question of an absolute measure or unit of value 
(whether it is incapable of solution or not) is one which 
will be avoided in this essay as far as exhaustive or critical 
discussion is concerned. The purely statical part of the 
classical theories of value is best considered in isolation, 
and furthermore the question of an absolute measure is one 
of such extreme difficulty that it would require a separate 
essay of much greater dimensions than this history. Mai- 
thus examined the question at gr^t length, and Ricardo 
paid some attention to it, A brief resume of the classical 
discussion of this problem will be found in the note at the 
end of Chapter VIL 

It may be of interest to note that Adam Smith virtually 
contradicts the assertion made in the citation last given by 
his statement four lines later : " The labourer is rich 
or poor , i s wel 1 or ill rewarded , 1 n pr oport 1 on to the 
real * * * ♦ price of his labour.*' ^ This leads to 
irreconcilable contradictions. Smith has said that a man 
is rich or poor according to the quantity of labor which 
his goods enable him to command. That is, the " real 
value " of a thing is measured by the amount of labor 
for which it will exchange. Thus a man is rich or poor 
according to tha ** real value " of his possessions, A chang- 
ing physical quantity of goods will have the same '* real 
value" if it command the same quantity of labor. There- 
fore a given quantity of labor must always exchange for the 
same amount of riches in the sense of this word employed 
by Smith, If the real wages of a day of labor must always 
be the same quantity of riches, how can the laborer be richer 
or poorer according as the physical quantity of the goods of 
his real wages increases or diminishes? It might be said 
that Smith means that the laborer wilt be richer in lifers en- 
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joyments if he receives a larger physical quantity of goods 
as wages. But Smith is estopped from such a statement 
because he has affirmed that the measure of riches is com- 
mand of labor or cost in labor, tliat the more or less of 
riches can be discovered only by the more or less of the 
labor commanded by the goods composing the riches.^ 

It is necessary to mention Adam Smith's so-called com 
measure of value. Ricardo says, referring to Smith, that 
" sometimes he speaks of com, at other times of labour, as 
a standard measure.'' ^ The impression thus given is erron- 
eous. Com is not selected as a standard coordinate with 
labor, but is merely singled out from among commodities 
as being a convenient practical index of the real or labor 
standard. The practical question of corn-rents was inter- 
esting and called for some mention. Smith believed that a 
given quantity of grain possessed more nearly a constant 
value in different times than most commodities, merely 
because com is likely to remain from age to age in a steady 
exchange ratio with labor.* 

^In cnticisingf the labor-command standard of Smith, Rtcardo has 
made virtually the same point as the above (pp* 8-14, Conner ed. Ri- 
cardo's Princif>Us). By riches Smith cannot mean whs-t Ricardo means 
by this term in his famous chapter on ihe antinomy of value, (Chap* 
xx^ "Value and Riches, their Distinctive Properties/') If by reason 
of scarcity, wine should come to command in exchange more labor than 
formerly. Smith would have to say that a given quantity of wine be- 
comes more riches. This Ricardo would not say. 

*PrincipUs. p. 8, 

*P. 36. The following passage { p. 38) exhibits perfectly Smithes gen- 
eral theory of the relation of labor, the precious metals, and grain to 
value as a dynamic problem, " Labour, therefore, it appi^ars evidently, is 
the only universal as vv^ell as the only accurate measure of value, or the 
only standard by which we can compare the values of different commo- 
dities at all times and at all places. We cannot estimate, it is allowed, 
the real vahte of differetit commodities from century to century by the 
quantities of silver which were given for them. We cannot estimate it 
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from year to year by the quantities of com. Bytkeqma$tiUUs of labour 
we can, with the greatest accuracy, estimate it both from century to cen^ 
tuty and from year to year. From century to century com is a better 
measure than silver, because from century to century equal quantities of 
com will command the same quantity of labour more nearly than equal 
quantities of silver. From year to year, on the contrary, silver is a bet- 
ter measure than corn, because equal quantities of it will more nearly 
command the same quantity of labour." 



CHAPTER III 



THE EMPIRICAL ACCOUNT OF ADAM SMITH. 



I. In the splendid chapters on the '* Component Parts of 
Price/' and the '* Natural and Market Price of Commodi- 
ties/' Adam Smith flees the more speculative questions of 
the philosophical essence of value, and turns to that iiiOvSt 
important, but relatively proximate, principle of exchangee 
value in the modern market, which we now call the law of 
entrepreneur's costs. It is beyond the scope of this history 
to follow him through his analysis of the component parts 
of this costj called by him the " component parts of price/' 
into wages, profits and rent. The " natural " or " neces- 
sarj^ price" is the sum of these components, and is the 
center toward which actual market-price is always tending'. 
With Caimes, we now call this by the better term, " normal 
market value/* Nor can we trace the thought into the sub- 
sequent separate chapters on *' Wages," " Profits/* and 
" Rent of Land/* where Adam Smith presents what is prob- 
ably the earliest attempt at a systematic theory of distribu- 
tion* 

We are concerned only with the fact that in the " empir- 
ical account " Adam Smith shifts his ground on the ques- 
tion of the relation of labor to value. While dw^ellingf 
upon the hypothetical primitive conditions under which the 
essence of value is supposed to be laid bare, he proposed the 
labor-cost and the labor-command standards without a word 
as to their mutual relations. But as he approaches the prob- 
lem of value under advanced conditions^ he both explains his 
287] ^ 
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view of the relation of these two standards, and abandons 
the first one, that of labor ccsL In the primitiTe state of 
%tK\tiy, the labor cost of a commodity determines the 
am^nint of labor commanded by it in cxdiange: The two 
amrnints of labor must " naturally " be the same. The 
" whole produce of labour," then, belongs to the laborer, and 
no profits or rent exist to destroy the proportionality be- 
tween lalx>r-cost and value. But in society as now consti- 
tutedf it is different. 

" The whole produce of labour does not always belong to the 
lul)oiir<rr. He must in most cases share it with the owner of 
the itcK'k which employs him. Neither is the quantity of labour 
ctMiunoiily employed in acquiring or producing any commodity 
the* only circumstance which can regulate the quantity which it 
ought conunonly to purchase, command, or exchange for. An 
iidditionnl quantity, it is evident, must be due for the profits of 
Mttck,'* (nnd the rent of land.) ^ 

J, In n word, value in exchange is no longer proportion- 
ftte to lalK>r-cost» because the value of a commodity must 
now ci>ntain elements which remunerate not only the labor, 
hut also the capital and land employed in its production, 
Nevrrthdess* the '* real value" of such a commodity pro- 
\hioevl in advancevl s^Kiety is measured by the labor vdiidi 
tlvi^t cxMunuxlitY will command in exchange. 

'^ The rr^l v^lue of all the different component parts of price, 
it mw« be \>iv*erve\<» is measured by the quantity of labour, 
>fthwh thev can. <N*ch \>f ihenv puivhase or comnund. Labour 
UKsAsx^TW the va*\w no< i>«;> v>t thit part *.>f price which resolves 
\t*e^? w^> UKhu. b;:t \\i th*t which rwolves itseif into rent, 
Atts*, %N? tSAt whkh t1WO^fr* i»eis it\^> prvsfits."' * 
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The inaccuracy of expression in this passag:e is gross. 
Without scrutiny of the context one would certainly fail to 
get an idea from the astonishing words that ^'labour meas- 
ures the value of that part of price which resolves itself into 
labour." In the first place, for the last word ** labour/' 
wages should be substituted. Labor is neither a share in 
distribution nor a "component part of price/* The mean- 
ing of the passage is that the " real value'' of a commodity, 
even in advanced society, is measured by the amount of 
labor which can be had in exchange for it, in spite of the 
fact that its value in exchange is no longer in proportion to 
its cost of production in labor. In the above citation, Adam 
Smith means to assert that the "real value" of any con- 
crete income as a share in distribution is measured by the 
amount of labor it will command. Thus the " real value" 
of the rent of a plot of ground would vary through time, 
according to the number of days of labor that could be pur- 
chased by it in the different years. As a theory of value to 
apply to actual life, Adam Smith left us an early form of 
the law of entrepreneur's cost and a labor-command meas- 
ure of value. But he disowns what is naturally thought of 
as the genuine classical labor theory of value, that labor-cost 
regulates market-value. This theory was Ricardo's, and 
really his alone.^ 

^ McCulloch and Jaine^ Mill w«re but satellites of Ricardo. 



CHAPTER IV 

CRITICISM OF THE THEORIES OF ADAM SMITH. 

I. In this chapter it is the intention to exami^^e more 
fully the reasonings by which Adam Smith sought to estab- 
lish his main contentions concerning' tlie relation of labor to 
value As for a proof that, under " philosophical " primi- 
tive conditions, goods would exchangee in proportion to their 
costs in labor, none is given. It is considered obvious that 
this would be true: 



'■ It is natural that what is usually the produce of two days' 
or two hours' labour, should be worth double of what is usually 
the produce of one day^s or one houT*s labour/* ^ 

In support of the theorem of tlie labor-command standard , 
however, in contrast with that of labor-cost, he makes a 
show of argumait, which is contained in the following 
quotation : 

'' Every man is rich or poor according' to the degree in which 
he can afford to enjo>^ the necessaries, conveniences, and amuse- 
ments of human life. But after the division of labour has once 
thoroughly taken place, it is but a very small part of those with 

'P. 49 » TorrenSj in his £sfay on the ProduHion of Wfxilthi, has 
worked out with great pains a form of proof of this propot^ition^ It ts 
exhibited in a series of dialogues between primitive producers lo show 
that an exchange of goods at a ratio out of proportion to labor-costs Is 
incompatible with recognized motives of trade. His proof is good 
enough under the tacit assumptions which he makes^ including all the 
conditions a£ the perfect type of fictitious primitive society used by class- 
ical writers. 



3^ 



[2Q0 



290 



CRITICISM OP THEORIES OF ADAM SMITH 



3J 



which a man*s own labour can supply him. The far greater 
part of them he mitst derive from the labour of other people^ 
and he must be rich or poor according to the quantity of that 
labour which he can command, or \v^hich he can afford to 
purchase. The value of any commodity^ therefore, to the per- 
son who possesses it, and who means not to use or consume 
it himself, but to exchange it for other commodities, is equal 
to the quantity of labour which it enables him to purchase or 
command, Labour, Uierefore, is the real measure of the ex- 
changeable value of all commodities," ^ 

This passage permits of but one interpretation. H I am 
rich, in the sense of owning^ things with a money price or 
exchange value, in proportion to the quantity of labor which, 
by means of these things, I can purchase or command, 
quantity of labor here can mean but one thing, namely, 
t[uantity of productive power as opposed to quantity of toil^ 
pain, subjective sacrifice* or disutility* In society^ I ani 
supplied with this world's goods virtually in proportion to 
the amount of productive power of labor at my call; and 
this amount is asserted to be the true measure of valucL 
This we may describe as a view of labor as potential com- 
modity. Labor to be performed is commodity in the mak- 
ing. What kind of commodity it shall be in the particular 
case depends upon the will of him who has command over 
the labor. A later sentence bears out this expIanatioTi per- 
fectly: 

"[A person's] fortune is greater or less precisely in propor- 
tion to the extent of this power [over labor] ; or to the quantity 
cither of other men's labour^ or, what is the same thing, of 
the produce of other men*s labour, which it enables him to pur- 
chase or command. The exchangeable vaKic of everything 
must always be precisely equal to the extent of this power which 
it conveys to its owner/* ' 
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TItti fignsfiei, thai, that the value of any article to its po^ 
wmtor must be measured by the amount of labor which tt 
CU1 command m exchange, because this labor is the means 
of obtaining valuable articles in general. To Smith, labor 
U the great homogeneous, undifferentiated, common de- 
nominator to the wonderfully diverse mass of goods which 
come into existence out of it, and the value or " real 
worth " ^ of each of these goods follows the quantity of the 
iource-stufF turned to its production. 

2. ^rhc law of supply and demand and the law of entre- 
preneur's cost are proximate empirical principles which, 
althoitp^h prwflibly of much more practical importance than 
a philoso|>hy of value^ do not give an ultimate explanation 
of the riddle of this plienomenon, Adam Smith's theory of 
labor as " potential commodity ** is an attempt to give an 
ultimate explaTiation^ but as such it should be judged a fail- 
ure, for it rerilly avoids the question of ultimate explana- 
tion, It begins: " Every man is rich or poor according to 
the dcf^rec in which lie can afford to enjoy the necessaries, 
conveniences, and amusements of human life." Air is a 
noceftsily to human life, but a man is not rich in proportion 
to the quantity of air he can command. The object of this 
statemetu ift not to make a carping criticism of Smith, but 
only to iK>ifit out tlut by '* necessaries, conveniences and 
immsemonts *' he menns here solely such of these things as 
hav« eco!ioniic value. Sitice he has already passed judg- 
ment that the fcotwmic quaniity of these things ts com- 
plttvly independent of the q^iomtity of ther utilit>\ he sees 
Ito vmy of mmjuiriug these things, as economic quantities^ 
«KCflpl hy tookit^g to thdr origin in a measurable and, as he 

^Wli^n SntiEh «fmkt of '*«xchtAS«4t>l«tihK*' as bciiis lottsmtd br 
ptm9t to c^9Ym«xid Ubw, h« u osuic the onlr tcna Ik hea to stiml Cor 
«tV «r vr«7 «o(M«pl ot mlM 4Mftct IroM tkt "vabe in ^fe'^orscn- 
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believes, homogeneous something called labor. In criticism 
of this we have but to note that if the only means, or the 
first means, of determining^ the economic quantity of a 
physical complex of goods were by measurement of the labor 
turned to its making, the economic system of things would 
be turned upside down. If the value of the articles pro- 
duced for me by that part of the labor of society over which 
I have command, can be determined solely by reference to 
the quantity of this labor, I am left without the slightest 
guidance for the application of this labor under my direc- 
tion. The truth is, the command or direction of labor 
necessarily implies the ability to estimate values independ- 
ently of the quantity of labor employed in the production of 
them, previously to its employment. Value is the guiding- 
star to labor. How can the point of attack of labor against 
the physical environment be selected unless the results to be 
CKpected in different cases can be compared in value, inde- 
pendently of the quantity of the labor? If the quantity of 
labor determined the value, it would make no difference 
where the labor was turned; the value of the result would 
always be the same* Turned in an indefinite number of 
directions, labor will produce no value whatsoever; turned 
in certain directions it will bring forth the maximum value 
of which it is capable It is one of the main functions of 
the entrepreneur in modern economic society to turn labor- 
power in the directions of maximum value return. All 
these things are perfectly obvious, yet value theorists un- 
counted have ignored them. Quantity of labor-cost, even 
when conceived of as being an entity of superior homo- 
geneity to quantity of satisfaction, cannot be the first or 
fundamental means of measuring value. 

The view that cost is the essence of value is thus ob- 
viously irrational, and no escape from this difficulty is 
afforded by the concession made explicitly by Ricardo, and 
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after him by Marx, that utility is a condition prerequisite 
to value. The problem of directing labor in production is 

a question of how much labor can be economicaUy employed 
in making such and such a useful thing. In the theories of 
Ricardo and Marx, the quantity of value Is held to have no 
relation to the quantity of utility ^ but to be determined by 
the quantity of cost. There must be a quantity of utilitj* 
to which the quantity of productive pov^er destroyed in its 
obtainment is adjusted. Utility properly conceived, there 
is such a quantity, and value is its measure, 

3. In the first general argument for the labor-command 
standard, Adam Smith seems to regard labor solely in the 
aspect of productive power; but, as the reader will recall, 
we do not advance far in his many-sided discussion before 
we encounter labor as disutility. Labor is later said to be 
an " invariable measure/* because it stands for a constant 
amount of hardship. Beyond a doubt, disiUility is asso^ 
ciated with value {as ** Bedeutung '*) in some very intimate 
relation.* This is, at bottom, the explanation of the re- 
markable vitality of the labor theory, even in forms that 
are absurdly incorrect. 

If it is my labor which is commanded in exchange by a 
given commodity, the personal value to me of this commod- 
ity for which I have given my labor might well be carried 
in my mind in terms of the disutility it cost me> So, in a 
general way, if the amount of some kind of commodity 
which can be bought by a day's wages (*. e., which " com- 
mands " a day's labor) alters, the significance of this com- 
modity to wage-earners in general will alter. Some per- 
sons might conceive the change in significance chiefly in 



^ Its relation to pure objective exchange-value is another question. In 
Chapter xi of this essay will be found a summary discussion of the rela- 
tiott of disutiUty cost to valu^Hp 
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terms of altered disutility cost, This fact is probably con- 
sidered by statisticians when they investigate questions of 
real wages, or changes in family budgets. But Adam 
Smith's proposition that labor commanded in exchange is 
a precise and invariable measure of "exchangeable value" 
is not a good form of stating so mild a principle. 

Further discussion of this subject must be attended by 
extreme difficulties. For in endeavoring to ascertain what 
Smith meajit, or " ought to have meant," we encounter the 
difficulties due to the laxness and paucity of Smith's expla- 
nations superposed on the difficulties inherent in this in- 
tricate subject. His various expressions suggest that his 
labor theory of value means more than the thought that the 
disutility of each person's labor may measure the *' sub- 
jective " value to tliat person of commodities obtained by 
him in exchange for his own labor. ^ Smith speaks of labor 
as the *' real measure of exchangeable value/' The ex- 
change- vahie of a commodity in a given market is the same, 
whoever its owner may be and whatever may be his needs* 
or the relation of this commodity to his particular needs. 
This relation may give it value to him; but we would never 
speak of the commodity's exchange-value to him* *This in- 
dependence of market-value from the particular needs of 
the particular owner is one of the things desired to be con- 
veyed by the Austrian economists in their term, "objective 
exchange-value/* Now Smith fails to distinguish between 
the "real worth" of goods and their "exchangeable value," 
There can be no doubt that he would be quite willing 
to speak of the " real exchangeable value " of a good 
as being that which is measured by labor. ' Thus, I be- 

'The thought in the '* finaJ disutility " theories of Gosscn, Jevons and 
Clark , independently worked out by these writers, 

*Thea^ very words were later used by Malthtw in his defense of the 
labor-command standard. 
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lieve. Smith conceives of a *' reaJ worth '* independent 
of worth to any particular person. This " real worth " 
in a ^ood is measurable by the labor commanded in ex- 
change for the good* because, as he first suggests, labor; 
as productive power* is the homogeneous source^stuff of 
commodities. But secondly, the suggestion enters that 
a unit of labor is also a unit of disutility, a unit assumed 
to have an independent and invariable significance. This 
kind of real worth and such a unit of disutility are 
compounded abstract ions. No one can hold it against a 
concept, except in the infancy of thought, that it is an ab- 
straction, but, after my best effort. I for one cannot see that 
these concepts are meaningful abstractions. 

If we grant this conception of ** real worth," and the 
conception of a unit of disutility in general, distinguishable 
in the different labors of different persons^ we still find diffi- 
culties ahead. The same commodity may exchange for two 
days of common labor or one day of skilled labor. Either 
of these is the quantity of labor commanded in exchange. 
According to Smith's conception, either must measure its 
*' real value." Now the fact is, one day of skilled labor 
ordinarily involves less disutility than two days of common 
labon^ Competitive wages are paid in proportion to efli- 
ciaicy, not in proportion to disutility. A given piece of 
labor will count as a great or small quantity when com- 
manded in exchange in proportion to the wages paid for it. 
It is then a difficulty with Smith's labor-command standard 



^ In this sentence we do not assume the cotrntiensurabihty of disutilities 
incurred by different persons ^ but the tommensurabihty of the disutilities 
incident to different occupations. Thus we should all be ivilling to say 
that the steamship stoker's position means harder labor than that of the 
chief steward of the dining room, but we may be supposed to judge this 
by comparing our own (imagined) labor as a stoker with our own labor 
^ steward. 
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that he implies that labor derives its capacity to serve as a 
measure of real value from its disutility, while the same 

commodity will command different disutilities in different 
exchanges. The attempt to reduce skill to disutility by 
urging that the higher wages of skill are in proportion to 
the disutihty of acquiring the skill is futile, TTie tendency 
of the wages of skilled labor to proportion themselves to 
the comparative disutility of that labor — L c, to the sum of 
the disutility daily felt plus some share or other of the past 
disutility cost of acquiring the skill — is so completely sub- 
merged beneath other forces that it is negligible. In addi- 
tion to this, much skill is not acquired, but is inborn with- 
out having entailed any disutility cost of acquisition to its 
possessor. 

To conclude with this question, so far as Adam Smith 
means to suggest that the economic worth of a good to a 
given person can be measured by hint in terms of its dis- 
utility cost to him, the position and some of its consequences 
mentioned above are well taken. Smith's theory, how- 
ever, failed to penetrate the problem as do later theories 
of the final equivalence of utility and disutility. But the 
implications of his arguments further than this seem incap- 
able of defense. 

4. Adam Smith states that since under the division of 
labor any man must derive almost all his necessaries, con- 
veniences and luxuries from the tabor of other people, he 
must be rich, in the sense of possessing things of value, 
in proportion to the quantity of this labor which he can 
command. Tlie assumption implicit in this is that the quan- 
n tity of labor expended upon the production of things for 
H this man, as labor-cost j determines their values. For if the 
H economic goods obtained by him from the labor of others, 
H which he is enabled to command, should have values out of 
H proportion to the quantity of labor so commanded, namely, 
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thrir labor-cost, this man would not be rich or poor merely 
in proportion to the labor which he commands. Since, 
therefore, the laboncommajid standard of value is made to 
depend upon labor-cost regiilation of value, according to the 
principal argnment advanced by Smith, it follows that Smith 
is really estopped from applying the labor-command stand- 
ard as he does under the conditions of advanced society. 
For he himself has stated that labor-cost regulation of value 
fails under these conditions. 

Adam Smith's empirical account of value by no means 
made future improvement of statement impossible, but it 
was an excellent theory of proximate principles. His philo- 
sophical account was an unsystematic body of suggestions^ 
so filled with difficulties that it is doubtful if the present 
writer has been able to keep his interpretation and criticism 
of this account free from fallacy* The carrying- over of the 
labor-command standard of value from the philosophical to 
the empirical account seems only to introduce an impurity 
into the latter. 






CHAPTER V 

RICARDO AND THE TRUE CLASSICAL LABOR THEORY 

I, It is not incumbent upon the historian of a single 
doctrine to pass judgment upon the question of the proper 
position of Ricardo as a general economist, compared with 
Smith and Malthus. But since, in the following chapter, 
we shall be led to find much fault with Ricarrto^s method of 
exposition of the theory of value, it is necessary to state at 
the outset that Ricardo's writings on value possess the dis- 
tinctive merit, in contrast with those of Smith and Malthus, 
that they can be reduced to a whole, essentially self-consistent 
in its large lines. Self-consistency is not the sole test of 
truth, and this praise does not signify that Ricardo's is a 
correct theory, but the longer one studies Ricardo the more 
satisfactory does his text become, up to the point where one 
beJieves he has obtained a complete understanding of it. 
On the other hand, it is a task of supreme difficulty to read 
Ricardo critically. His inconsistencies in the use of terms 
are most trying. It is remarkable tliat the final result of 
his rcasonir^ was on the whole self-consistent. The com- 
mentator is inclined to quote Senior with approval when he 
remarked that Mr, Ricardo " is perhaps the most incorrect 
writer [i. e., in the use of terms] who e\'^er attained philo- 
sophical eminence." * The point of greatest weight in the 
labor theory of value, after the vestibule of the subject has 
been passed through, is treated with a maladroitness which 
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has made a matter that is not avcr*difficult in itself very 
hard to understand. This is the theme of sections IV and V 
of the chapter on value, and is, indeed, in another guise, 
the difficulty arising out of the '* organic composition of 
capital," which, under this name, becomes the main point 
of theoretical interest in the third volume of Marx's Das 
Kapital. 

Tliere is abundant evidence that Ricardo himself consid- 
ered the theory of value to be a very hard problem, and 
furthermore that he was not completely satisfied with his 
own treatment of it. As late as 1823, he wrote to Mc- 
CuUoch : 



*' The difficult subject of value has engaged my thoughts, but 
without my being able satisfactorily to find my way out of the 
labyrinth," * 

Earlier he wrote to the same disciple : 

" T am not satistied with the explanation I have given of the 
principles which regulate value/' * 

Some things have a value which is obviously not regulated 
by labor cost. Concerning these, Ricardo wrote: 

" I cannot get over the difficulty of the wine which is kept 
in the cellar for three or four years [i. e.^ while constantly in- 
creasing in exchange value], or that of the oak tree, which 
perhaps originally had not 2 s, expended on it in the way of 
labour, and yet comes to be worth £ ioOh" ' 

2. The writer of the present essay has already acloiowl- 
^LeiUrs of Ricardo to McCuiloch, p. 153, 

*L€iUrs tc McCuitcch, p. 153. This shows that Ricardo was not sat- 
isfied in principle with his treatment of the value of scarcity goods. 
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edged his indebtedness to Professor von Wieser for sugg^es- 
tion of the means of jnteq>reting the main lines of the 
history of the labor theory. Professor voii Wieser*s terse 
judgment of Ricardo's writings on value is contained in the 

following sentences : 

'' What, then, did Ricardo attempt? His whole endeavor ex* 
hausted itself in trying to show that the philosophical and the 
empirical theories of Adam Smith — both of which, indeed, in 
laJcing up this position he had to clear and carry further — did 
not contradict each otlier so much as at first sight would 
appear/' ' 

The manner of putting this is objectionable, in that it im- 
plies, I believe, an improper subordination of Ricardo^s 
theory to that of Smith. While Ricardo quotes Smith 
freely, his exposition of the subject of value is in no sense 
a summary and criticism of Smith's views. On the con- 
trary, he writes with a remarkably independent spirit. It 
is, nevertheless, true that the principal part of the reasoning 
of Ricardo is concerned with the adaptation of the empir- 
ical account of value to the philosophical^ that is, to the 
philosophical accoi^nt as he understands it. These two ac- 
counts are almost inextricably entangled in Ricardo's work, 
but their disentanglement is the sole method of exhibiting 
the ultimate purport of his reasonings. For, in essence, his 
theory is as follows: The value of those things whose value 
is subject to an ascertainable principle depends on their cost 
of production in human labor. (The value of pure scarcity 
goods which cannot be increased in quantity by the applica- 
tion of common human labor simply ** varies with the vary- 
ing wealth and inclinations of those who are desirous to 
possess them/' * If subject to no law of value, these goods 

^Nciurat Vatu^t Author's Preface, p, xxviii, 
^PnneipUs^ Gonner cd^, p, 6. 
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are also, in Ricardo's view, unimportant,) Labor cost is 

the keniel of value, so far as it seems to have a kernel- 
This is the philosophical account* Smith's labor-command 
measure is condemned at the outset. There is little doubt 
that labor is here conceived as disutility, though Ricardo 
does not pau se to d i scu ss the concept of labor. B at 
Ricardo's theoiy ends as an empirical doctrine, in which 
labor-cost figijres as the r^fulator of exchange value only 
because it is conceived to be the all-important element which 
governs the amount of entrepreneur's expenses of produc- 
tion. Smith abandoned the labor-cost regulator for real 
society because he observed that the "necessary price** of 
a market commodity, or the price determined by its entre- 
preneur's cost of production, must cover payments for rent 
of land and interest on capital as well as wages of labor* 
Not so Ricardo. He holds fast to the labor-cost standard^ 
upon the belief that rent does not " enter into " this neces- 
sary price, and that the taking of interest causes only a 
negligible variation of money cost from proportionality with 
labor cost. The discussion of this variation is the most 
involved part of his writings. The end is an imperfect 
reconciliation between the empirical and philosophical ac- 
counts. 

3, The simpler and more familiar parts of Ricardo's 
theory may be considered first. His doctrine, it should be 
observed, is by no means absolute or unconditional. 

( I ) Utility is a condition essential to value, but no morcL 
The quantitative discrepancy between utility and exchange 
value seems as obvious to Ricardo as to Smith, In a letter 
to Say he expressed his whole theory with respect to utility 
even a little more concisely than in the Principles: 



" The utility of things is incontestibly the foundation of their 
value, but the degree of their utility cannot be the measure 
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of their value/* " The difficulty of [a thing s] producticm 13 
the sole m-easure of its value»" * 

When arg\:ing against Smith's corn-measure in Chapter 
XXVIII (Conner ed.), our author exclaims: "What can 
value have to do with the power of feeding and clothing?^' 
as if the instantaneous answer should be, " Nothing what- 
ever*" Tills curious slip is mentioned only to show how 
far utility was removed from value in Ricardo's habitual 
thought. 

(5) " Possessing utility, commodities derive their ex- 
changeable value from two sources: from their scarcity, 
and from the quantity of labour required to obtain them/' ' 
This proposition has occasioned the claim of the " Aus- 
trian " writers that the Ricardian theory of value is " dnal- 
istic" Not all economists have acquiesced in this criticism, 
for there are those who hold the labor-cost and utility theo- 
ries to be but two parts of one larger, consistent, whole. 
Among these latter economistSj one of the most uncompro- 
mising in his attitude is Professor Heinrich Dietzel, of 
Bonn, who asserts that Ricardo's explanation is not duat- 
istic, because the utility and cost views are perfectly recon- 
cilable.* Still it appears fair to say that, whether or not some 
later writer can construct a theory which is itself not dual- 
istic and which is still in inner harmony with what Ricardo 
meant to say, what Ricardo said was dualistic. Textually^ 
formally, his proposition 15 dualistic, for an intelligent con- 
temporary reader would interpret his thought as such. 
Commodities derive value from two sources, and the law of 
the one kind has no applicability to the other kind of goods. 

* J. B« Sar I Miianges ei Corr£spondanc€ d' £coHomie Politique ^ Paris * 

^ FrincipUs* p. 6, 

' Dietzd, Theoreiische Socialokonomik^ Leipzig^ 1895, pp> 228-501* 



46 LABOR THEORY OF VALUE [304 

(3) The value of scarcity goods is " wholly independeot 

oi the quantity of labor originally necessary to produc« 
them/' This is becausa ** no labor can increase the supply 
of such goods." These commodities are, however, an un- 
important element in the market, 

(4) The labor-cost regiilation of values applies only to 
goods in tlic production of which competition acts without 
restraint. 

4. The doctrine that, with the forgoing conditions un- 
derstood, the exchange value of commodities is governed 
by the comparative quantity of labor required for their pro- 
duction, involves a number of questions with respect to the 
manner of determining quantity of labor, Ricardo did not 
carry his inquiry into these questions as far as modern critics 
of the labor theory have pressed theirs ^ but in the course of 
his writings he made three important observations on this 
subject. 

( I ) In the first place, Ricardo distinguishes betweefn 
quantity and value of labon J* B. Say had in various 
places endeavored to state Ricardo's position as being that 
the vaiue of labor determines the value of its products, for 
in this form the doctrine can easily be shown to involve a 
circle^ Ricardo wrote to Say: 

" You misrepresent me * * when you say I consider the 
value of labour to determine the value of comtnoditics ; I hold, 
on the contrary, that it is not the value, but ' the comparative 
quantity of labour necessary to production which regulates the 
relative value of the commodities produced/ " * 

The purport of this — though not so explained by Ricardo — 
is that the quantity of labor which an entrepreneur is com- 
pelled by the nature of a good to employ to produce that 

^Quoted in IMttrs of Ricardo to Matthus^ p. 165, n. 
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good, determines the amount of wages he has to pay for its 
production* As far as this single point goes, the answer to 
Say is satisfactory. 

(2) When Marx came to the question of skilled labor, 
he called it simply '* condensed labor/' It goes without 
saying that he judged the degree of the condensation of any 
concrete skilled labor purely by its comparative wages, or 
exchajige valued Ricardo's treatment of skilled labor is 
even less satisfactory than Marx's. He says: 

" If a day's labour of a working jeweller be more val-jablc 
than a day's Labour of a corrmion labourer^ it has long ago 
been adjusted^ and placed in its proper position in the scale 
of value," = 

What has long ago been adjusted? In definite words our 
author does not say, but his meaning is ascertainable, 

** If a piece of cloth be now of the value of two pieces of 
tmen, and if, in ten years hence, the ordinary vahte of a piece 
of cloth should be four pieces of linen, we may safely conclude, 
that either more labour is required to make the cloth^ or less to 
make the linen, or that both causes have operated." * 

If the exchange ratio of cloth to linen alters^ the doc- 
trine is that the cause must be that some change has 
taken place in the quantity of labor required to pro 
duce cloth or linen* and not that the "value" of a 
linen-maker's day of labor has changed in ratio to the 
"value" of a cloth-maker's day. In other words, if ten 

* For this he is accused of rfaaoning in « circlt. As far as anjr dercnae 
by Marx himself is concerned the charge go« home. Assummg the 
productivity theory of wages (which is entirely inconsistent with Marsc'i 
theory o( wages) it is quite ptrmiasihle to say that labor which has a 
higher wage (or value) conains more units of productive power, mor« 
ef&ciency units, than that receiving a lower wage, 

■P. li, 'P. 14. 
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hours of a cloth-maker's labor have earned the same wages 
(and thus occasioned the same cost to entrepreneurs) as 
twelve hours of a linen-maker's labor, " we may safely con- 
clude '* that it is not alteration of this ratio that causes alter- 
ation of the exchangee ratio of cloth to linen. It is this ratio 
between the wage-earning capacity of one kind of labor and 
another kind that " has long- ago been adjusted/' To make 
this point perfectly clear, let us quote again: 

" The comparative degree of estimation [an equivocal ex- 
pression which means comparative wage-earning power] in 
which the different kinds of human labour arc held * ♦ * * 
continues nearly the same from one generation to another^ or 
at least * * the variation is very inconsiderable from year 
to year, and therefore can have little effect, for short periods* 
on the relative value of commodities." ^ 

The question is this: In the labor-cost theory of value, 

does skilled labor count as more labor per day than un- 
skilled, and if so upon what principle? Ricardo's argu- 
ment, as just traced, avoids the question, and is faulty in 
two essential points. In the first place, it is not true, and 
was not true in Ricardo's time, that the comparative skilful- 
ness of labor employed in producing different commodities 
» remains unchanged* Machine invention alone produces 
veritable revolutions in this field. But in the second place 
(a more important point as a matter of theory), in this 
argument Ricardo has shifted his ground with respect to 
the meaning of his labor-cost law. This principle is stated 
in italics at the head of his chapter ; 

'* The value of a commodity, or the quantity of any other 
commodity for which it will exchange, depends on the relative 
quantity of labour which is necessary for its production," 

'P, 16. 
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This means precisely that, if one A exchange for two B^ it 
is because, at this time, ^vithout reference to changes in timef 
it costs twice as much labor to produce an A a* to produce 
a B. But now Ricardo has virtually changed the principle 
to mean that alterations in the exchange ratios of commodi- 
ties will he due to alterations in the comparative amounts of 
labor required to produce them. This is a diflfercnt prin- 
ciple, and indeed one no stronger than the other. We are 
forced to the conclusion that Ricardo unconsciously avoided 
the real question in the case, and failed to explain away the 
difficulty of skilled labor in the labor theory. 

(3) The quantity of labor required in the production of 
a commodity, which r^^ilates its value, includes the labor 
employed in making the raw material, machinery and build- 
ings (capital goods) used up in its production, as well as 
the labor directly applied to it This proposition is copi- 
ously illustrated by examples drawn from primitive and 
modern industry, and commands immediate assent. It 15 
obvious^ when once stated, that the labor indirectly applied 
to the production of a commodity is no less required, if we 
are to obtain it, than that directly applied, 

5. We have here an important consideration. If the 
labor directly applied to the production of a commodity 
were all that is included in its labor-cost, the entrepreneur's 
expenses, covering cost to him of machinery and raw 
material, would be too obviously out of proportion to the 
labor cost (as manifested in his wages cost). But it is 
Ricardo's intention to reduce the cost of capital goods to 
labor cost. The total labor cost of a commodity produced 
from capital and raw material is paid for by a series of en- 
trepreneurs in their wages charges. Each entrepreneur 
exacts a " profit " for the time be has advanced the wages. 
It is in this way, as Ricardo sees it^ that interest enters into 
entrepreneur's costs. Does it destroy the force of labor 
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cost as a r^ulator of exchangee value? To make Ricardo's 
answer to this question clear^ it is necessary to refer first to 
what he has to say in Chapter IV of the Principles on nat- 
ural and market price. 

The term "Natural Price" has, it happens, a " philo- 
Bophical " and an ** empirical " sigiiificance. It is at best an 
inexact pair of words. Its empirical meaning is simply 
normal value, the excellent term for that value which, under 
competition, constitutes a center of oscillation for market 
values. Its " philosophical " meanings as suggested a few 
times by Smith, is the human cost of obtaining goods from 
the physical outer world* 

" Labour was the first price^ the original purchase-money that 

was paid for all things. It was not by gold or by silver^ but 
by labour, that all the wealth of the world was originally 
purchased." 

With this sort of natural or primary price Adam Smith's 
empirical chapter on *' Natural and Market Price " has 
nothing to do. This ought also to be true of Ricardo's 
chapter (Chapter IV), because it is a chapter explaining 
how competition always forces the market-price toward a 
normal value.* It turns out in the end that this norma! 
value is a sum of exchange value which is just sufficient to ' 
cover the ivages of labor and the interest of capital required 
in production. This is never made clear. Malthus prob- 
ably never understood Ricardo as meaning this* What we 
affirm is, that his text means this when it is altered or recti- 
fied so as to give it the self-consistency which seems to lie 
within it, 

6. We need now the proof of this interpretation. The 

' Thii explanation of the workings of competition is beautifully wriucn 
both by Smith and Ricardo^* classic in fact- 
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opening sentence of the chapter on natural and market price 
proceeds as follows : 

"In making labour the foundation of the value of com- 
modities, and the comparative quantity of labour which is 
necessary to their production the rule which determines the 
respective quantities of goods which shall be given in exchange 
for each other, we must not be supposed to deny the accidental 
and temporary deviations of the actual or market price of 
commodities from this, their primary and natural price" ^ 

This sentence seems to state that the labor cost of a com- 
modity is its " natural price/* If so, the statement is due 
to the influence of the philosophical account; but it is an 
absurdity in this connection. Actual market-price does not 
deviate temporarily from labor cost. Normal value is not 
an amount of labor, nor can it be spoken of as equal to an 
amount of labor. The passa^ is a careless way of saying 
that the normal values of goods are in proportion to their 
labor costs. Ricardo's real conception of normal value is 
this: The total labor cost of a commodity determines the 
total wages charges that must be paid by the entrepreneur, 
or series of entrepreneurs producing it. Competition tends 
to give the entrepreneurs producing different commodities 
equal rates of " profits " upon these outlays. Therefore 
the normal exchange value of a commodity is composed of 
> a sum of wages costs (due to the nature of the commodity 
as requiring such and such an amount of labor to produce 
it), which is the independent determining element, and a 
sum of interest which is merely a uniform rate upon the 
wages cost. It is in this way that labor cost regulates value, 
according to an empirical account.^ 

*P, 6s» The italics are the present writer**, 

'^^ It is necessary for me to remark that I have not $aid because one 



52 LABOR THEORY OF VALUE [310 

To substantiate this view of Ricardo's meaning, we can 
quote the following: 

" Mr. Malthus appears to think that it is a part of my doctrine 
that the cost and value of a thing should be the same; — it is, 
if he means by cost, * cost of production ' including profits." * 

The only kind of cost that includes " profits*' (t. e., inter- 
est) is entrqjreneur's cost. 

7- We may now turn our attention to what is perhaps 
as difficult a passage as was ever incorporated into a treatise 
on economics, I refer to Sections IV and V of Chapter I 
of Ricardo's Principles. These sections treat of the coin' 
plication of interest in the labor theory of value. * But if 
all Ricardo claims in his labor theory is that normal values 
are in proportion to labor costs, why is not the explanation 
satisfactory that interest is merely a rate taken upon wages 
costs? The difficulty is that in reality two commodities 
may cost the same amount of wages (because, as Ricardo 
has itp they require the same amount of labor for produc- 
tion) and yet cost very different amounts of interest. In 
such a case the two commodities have the same labor costs 
but have different entrepreneur's costs, and consequently 

commodity has so much labour bestowed upon it as will cost £1 ,000 and 
another so niuch as will cost /'z.ooo that thcrcFore one would be of ihe 
value of ^1,000 and the other of the value of ^2,000, but T have said 
that their value will be to each other as two to oae, and that in those 
proportions they will be exchanged. It ts of no importance to the 
truth of this dottrme whether one of these commodities selk for ^1,100 
and the other for ^£"2,200, or one for ^1,500 and the other (or /"s.ooo/* 
ci^:. Conner ed., p, 39. 

^Prin^pUs^ p. ^, n. The Mine ataiement is made in LttUn t» 
7>ower, p* 153- 

'The ditficulty of rent is escaped through the Ricardian theory of rent*. 
The present writer is persuaded that the classical theory ol rent is un- 
iound in thi$ respect. 
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different exchange values. This comes about because the 
entrepreneur (or series of entrepreneurs) who produces 
commodity A may have been compelled to pay the money 
wages to the labor producing it a longer time before A can 
be put on the market than is the case with commodity B. 
though the amount of wages paid in both cases be the same. 
8, In the end, Ricardo's theory of the interest diflficulty 
reduces itseU to the statement that has just been finished* 
That is to say, the above is the true interpretation of his 
argument. But Ricardo's own presentation of the diflficulty 
is superficially so different from this statement that it will 
be necessary to prove this interpretation in detail, (i) In 
the first place, he separates the general case of '' profits " 
paid on a longer " advance '* of wages into three sub- 
divisions. 

"Acoording as capital is rapidly perishable^ and requires to be 
frequently reproduced ^ or is of slow consumption, it is classed 
under the heads of circulating or of fixed capital." ("A divi^ 
ion not esscntiaK and in which the line of dcmarcatioo casiot 
be accurately drawn," — Note.) 

" Two trades may employ the same amouitt of cafntal ; but 
it may be very differently divided with respect to the portion 
which is fixed, and that which is circulating/' "A rise in the 
wages of labour cannot fail to affect unequaUy commoditiei 
produced under such different drcumstancet" (in respect to the 
proportioca of these two kinds of capital in different trade*.)* 



Section V ts written to Aam that different degrees of 
dtirabUity to the durable capita] have the same effect as 
different proportioas of the durable to the circulating cap- 
ital, and is oxrclT ao CK^niple oi the bad arrangtmcnt ot 
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the Principles.^ Formally, there is a third case* Goods 
slower to market must bring more ** profit/' But all cases 
come to the same thing, i. e., a longer investment of entre- 
preneur's " capital " in labor, before the commodity pro- 
duced can be put finally upon the market, 

{2) In the second place, the effect of all this, says 
Ricardo, is to introduce a second cause of variation of 
"relative values/' The 

'* variety in the proportions in which the two sorts of capital 
may be combined introduces another cause, besides the greater 
or less quantity of labour necessary to produce commodities, for 
the variations in their relative vaiue — this cause is the rise or 
fall in the value of labour/' * 



r 
II 
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A rise in wages affects " relative values," because wages, 
being a different fractiona] part of the entrepreneur's costs 
of different commodities, the whole of entrepreneur's costs 
IS affected in varying degrees by the increase of this one 
factor. In Ricardo's view a rise of wages means simply a 
fall of profits. If the eiitrepreneur*s cost of production of 1 
good A were % wages and % " profits," and of good B % ^| 
wages and Vk " profits," then if general wages rise a fixed ~ 
percentage, and consequently general *' profits" fall a fixed 
percentage, it follows that the entrepreneur's costs of A 
and E will change, one relatively to the other, though the 
costs of these goods in labor are not altered* He concludes : 

" It appears that in proportion to the durability of capital em- 
ployed in any kind of production, the relative prices of these 
commodities on which such durable capital is employed, will 
* ♦ fall as wages rise» and rise as wages fall ; and on the 

*Thc dUtinction between the two kinds of capita] was stated to be ■ 
qtiestion ol degree in the first lection on this subject. 
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contrary those which are produced chiefly by labour with less 
fixed capital, or with fixed capital of a less durable character 
than the medium in which price is estimated, will rise as wages 
rise^ and fall as wages fall." ' 

9. Ricardo's way of describing the interest difficulty is 
unnecessarily roundabout, but a more important point is 
that it is positively misleading* He must mean that inter- 
est and wages together make up entrepreneur's costs. In 
the cost of producing one commodity interest will be a cer- 
tain fraction of the whole; in the cost of producing another 
commodity it will be a different fraction. Now, says 
Ricardo, if the general rate of interest or of wages rises or 
falls, !t wilt affect the total cost of production of two such 
commodities in different degrees." Thus a rise or fall of 
the general rate of wages of labor is a cause of variation of 
the exchange ratios of products, as well as the cause of 
changes in the quantity of labor required to produce them. 
This statement is misleading, because the existence of in- 
terest throws the entrepreneur's costs, and consequently the 
normal values of commodities, out of proportion to their 
labor costs without any reference to variations in the gen- 
eral rates of interest or of wages. At any given time values 
are already out of proportion to labor costs^ whether or not 
there be a future change of the ratio of wages; yet Ricardo 
is misled in his illustrations to assume the proportionality 
before the wages rate changes.' The origin of Ricardo^s 

"P. 35* 

■ Rtcardo's theory that a ris* af ifiterest must accompany a F^Il of 
wages Sind iHce v^rsd 15 not an essential part of the present problem. 
Interest acts as a cause of deviation of exchangfe value from proportion* 
ality to wages coat^ whether this particular theory of wages and intereit 
be adopted or not, 

'Compare the same unconscious shifting of ground in the disctissiot) 
of skilled labor. 
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indirection in explaining the law of entrq)rencur's costs lici 
in the preconceptions of the "philosophical" account of 
value. To be precise, it is due to Ricardo's quarrel with 
one of Smith's two " philosophical *' standards, namely^ the ^ 
labor-command standard. According to this standard* if ^| 
wages rise or fall, the amount of a given commodity re- " 
quired to command a day of labor in exchange falls or rises. 
Smith said, in effect, that the "exchangeable value" of 
commodities in general falls when wages rise. He cotild 
not have meant pure exchange value by this* but Ricardo 
took him at his word, and proceeded to show that when the 
exchange ratio between day labor and a commodity alters, 
the exchange value of the labor may change just as much as 
that of the commodity. Therefore he concluded early in 
hts chapter that the exchange value of commodities depends 
on the comparative quantity of labor required for their pro- , 
ductton, and not (as Adam Smith said) on the greater or 
less conipaisation which is paid for that labor/ On account 
of this dispute, he is led to state the qualification of the 
lahor-cost law, due to interest, in terms of variation of the 
compensation of labor. That is, he qualifies slightly his 
original statement against Smith, The false philosophy that 
labor cost is the essence of value exercised an influence upon 
the statement of the empirical law of costs which was truly 
baleful in English political economy. Its effect on termin- 
olc^fy reached at least into the writings of John Stuart MilU 
who sometimes referred to cost of production as being com- 
posed of labor and profits! ' Either wages and profits (in- 
terest), or lalx>r and abstinence, but not labor and profits! 
la What Ricardo should Iiave given us is a rectilinear 



M 



4 



*Scc ilso Ricardo, hinisdF; ''The Ttlue of timost ill comm»litits 
is made up of Ubor and t>fofits/* L^iUn to MaltkuSf p. 235. 
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theory of entrepreneur's costs. For a theory of these costs 
is truly all he has offered. As for an ultimate answer to 
the riddle of value — an answer not contained in the simple 
empirical law of costs — Ricardo has not given us one* For, 
in answer to the query, why labor cost, barring the qualifi- 
cations he develops, should regulate value, he has said noth- 
ing. He has not even said what labor is; and in explaining 
the ultimate nature of economic value, and the relation of 
labor to it, it will not suffice to trust that every one know* 
exactly what is meant by labon It should be understood, 
without remark, that the criticisms here passed are not in 
the least directed against his greatness as a thinker. His 
greatness is relative to his time. We criticize him with 
reference to the developed theory of our time; if we did not 
do this, this history would be a mere summary of Ricardo^i 

, chapter on value, and would be almost, if not quite, pointless* 
To conclude^ Ricardo makes four qualifications of the 
doctrine of the labor-cost reflation of value, (r) Labor 
must be expended on things of utility. Utility is an abso- 
lute condition of value. (2) Goods to be subject to this 
law of value must be reproducible. The unimportant class 

\oi scarcity goods has a value entirely independent of labor- 
cost, (3) Labor-cost really regulates only the natural or 
central value of goods. There must be perfect competition 
to keq> the market value at the natural value, (4) Variety 

I in the proportions of fixed and circulating cmploycr*s cap- 
ital causes an aberration of natural value from proportion 
to pure labor-cost. 

I These points reappear explicitly or implicitly in all labor 
accounts of value. They are interesting in view of the 
estimates of Ricardo's theory as being absolute. The second 
and fourth counts especially negative this estimate. The 
point of greatest interest in this connection is the question 
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as tD how much of a trunk remains of the Ricardian labor 
theory after so much bark has been stripped off. Ricardo 
considered the theory to remain for practical purposes in- 
tact. The fourth count is the only one that gives him seri- 
ous concern, and though he is plainly much impressed with 
the force of the difficulty while he is treating of it, and con- 
cludes because of it that labor is not a precise regulator of 
value, whai he has delivered himself of this statement he 
proceeds with the resolve to abstract from the whole diffi- 
culty, and reason as if the thesis first advanced were un- 
qualified. 

*' In estimating^, then, the causes of the variations in the value 
of commodities, although it would be wron^ wholly to 
omit the consideration of the effect produced by a rise or 
fall of labour * it would be equally incorrect to attach much 
importance to it; and consequently, in the subsequent part of 
this work, though I shall occasionally refer to this cause of 
variation, I shall consider all the great variations which take 
place in the relative value of commodities to be produced by 
the greater or less quantity of labour which may be required 
from time to time to produce them." ■ 

This citation from the Principles, edition of 1821, indi- 
cates the position Ricardo usually took. But occasionally 
he appears to have wavered regarding the proper emphasis 
of the qualification. For instance, in 1820 he wrote: *' I 
sometimes think that if I were to write the chapter on value 
again which is in my book, I should acknowledge that the 
relative value of commodities was r^fulated by two causes 
instead of by one, namely, by the relative quantity of labour 
necessary to produce the commodities in question and by 



* 



'P. 34. 
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the rate of profit " , , .^ Ricardo's theory of value, as qual- 
ified by himself, mig^ht be summarized: Objects of utility, 
" produced by labor " (the function of factors in production 
other than labor not explained), and capable of further pro- 
duction by the application of rnore labor, have normal values 
in proportion to the total quantity of labor required to pro- 
duce them, except that this proportionality is disturbed " by 
the employment with labor of capital of various degrees of 
durability." 

Note, Ricardo^s principle of rent is susceptible of development into 
« universal principle of competitive distribution. To J. B.. Clark this 
flevelopment is in fact due. (In divers early articles in the American 
economic periodicals. Professor Clark^s views have now been aummedup 
in hi* Distribution of (VcaM. See especially Chapters iv, viii, xii and 
xiii,) Perfecting the reasoning, by means of which Ricardo endeavored 
to e:et rid of the rent of land» as a cause of the divergence of the ex- 
change value of products from proportionality to Iheir labor costs, Clarlc 
gets rid of interest on capita) as well. What is left of the product of 
iodustry after interest (including land rent and rent of other capital 
goods) has been deducted is defined by Professor Clark as the speci^c 
product of labor , or the marginal product of labor. To assert propor- 
tionality of the specific product of labor lo its labor cost is a very differ- 
ent thing from asserting that the total product of land, labor and capital 
in any given business is governed by the labor cost of that product, 
defining the labor cost as Ricardo did. It cannot be said that Rirardo 
in any way realized that the principle of land rent could be turned to 
account as a universal principle in determining share* in distribution. 
But there is a distant hint at such use in the following passage: "The 
exchangeable value of all commodities^ whether they be manufactured ^ 
or the produce of the mines^ or the produce of land, is alnrays regulated, 
not by the less quantity of labour that will suffice for their production 
under circumstances highly favourabici and exclusively enjoyed by those 
who have peculiar facilities of production, but by the greater quantity of 
labour necessarily bestowed on their production by those who have no 
ftuch faciUties, by those who continue to produce them under the most 
unfavourable circumstances, meaning by the most unfavourable circum* 
SUnces, the most unfavourable under which the quantity of prodtjcc re- 
quiredi renders it necessary to carry on the production.'' (P. 50.) la 



^Liti€rs io McCullcch, p, 71. 
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Chapter xi of the present essay we shall attempt to make dear the differ- 
ence between the assertion that the exchange value of the entire prodnct 
of a given industry is determined by its labor cost and an assertion that 
the specific product of labor has a value determined by its labor coat. 

The following chapters will contain many references to Ricardo. 
These will concern minor points in his theory which are best takes op 
ia connection with the arguments of subsequent economists. 



CHAPTER VI 



It CUl-LOCH, JAMES MILL AND TORRENS, ANTTCIPATTONS 
OP MARX'S THIRD VOLUME, 

1, The three minor writers, McCulIoch, James Mill, and^ 
to a less degree, Torrens, were imitative expounders of the 
Ricardian political economy. While their views were not 
identical with those of Ricardo, they were accustomed to 
explain themselves by pointing out wherein they differed 
from the master. In this history they are of interest be- 
cause each endeavored to state the labor-cost theory in a 
more arbitrary form than did Ricardo himself. This 
chapter could well he entitled, " The Labor Theory Run- 
ning Riot/' McCulloch and Mill endeavored to reason out 
of existence the qualification Ricardo placed in the doctrine 
on account of interest, and Torrens thought he avoided the 
difficulty by stating that value is determined by cost in 
"accumulated labon" An interesting fact in the literary 
history of the labor theory, and one which, to the best of 
my knowledge, has not hitherto been brought to light, is 
that McCulloch anticipated Karl Marx's solution of the 
" organic composition of capital " problem. Marx closed 
his theory of value, in the first volume of Das KapUal, with 
the confession that, to all appearances, the facts of market 
values contradict the theory. He promised, however, to 
show, in a later volume, that in reality there is no contra- 
diction.* When the second volume appeared only to defer 

* I?as Ktipital, lat ed*, pp, 2S5, 286, 50S, n. See B6hm-B»werk, Karl 
Marx and fh^ Close of hit SyiUfn, p. 2^. 

3igJ (A 



62 



LABOR THEORY OF VALVE 



[320 



to the third the promised solution, " a regular prize essay 
contest " sprang up in Germany, and endured for ten years, 
in which the participants endeavored to forecast what Marx's 
solution would be. No one was successful-* The answer 
to the enigma, as it appeared in the posthumous third vol- 
ume of Das Kapital, is precisely the one McCuUoch gave to 
the same question. 

I. McCULLOCH. 

2. We shall not retrace the general lines of Ricardo's ex- 
position as they reappear in McCulloch's writings.* In the 
course of the numerous editions of his Principles, and in his 
other observations upon value, this writer managed to com- 
mit nearly every conceivable blunder that could connect 
itself with the labor theory,' From time to time, Ricardo 
mildly reproved his disciple for his rigidity: 

*' You go a little farther than I go in estimating the value 
of commodities by the quantity of labour required to produce 
them. You appear to admit of no exception or qualification 
whatever, whereas I am always willing to allow that some 
of the variations in the relative value of commodities may 
be referred to causes distinct from the quantity of labour 
necessary to produce them." * 

' Bohm-Bawerk, op. cif,, p. 26, 

*Thc writings herein referred to are hia PrincipUs of Pt>Hticat 
Economy, 4th cd., Edinb*, 1849, and his extensive notes on Adam 
Smith's text tn the McCulloch edition of the Wtalth of Nations, 4 
vols,, Ed'ab., itoS, 

■ In his Capita t and Intemtj pp* 97-102, Bohm*Bawerk devotes a few 
pages to McCulloch*s theory of interesti which is interwoven with hi* 
theory of value. Bohm-Bawerk concludes: "McCulloth's utterances 
oti the subject are one great collection of incompleteness, irrationality 
and inconsistency/' The examples of McCulloch 's reasonings cited by 
Bohm-Bawcrk show the above judgment to be scrupulously just. 

^L^tiers of Ricardo io McCulloch {Pub. Am, Econ. Assn., VoL lo). 
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The cases of the value of standing timber, previous to the 
employment of labor upon it, or of the value of old wine, 
which Ricardo freely confessed were beyond his philosophy 
of value/ had no terrors for McCulloch. In his abandon- 
ment to dogma, he solves the difficulty with ease by the fol- 
lowing definition, one of the most crassly ridiculous orig- 
inalities in the annals of political economy. It finds a place 
in this history to illustrate to what extremes the labor theory 
could be carried : 

" Labour may properly be defined to be any sort of action or 
operation, whether performed by man, the lower animals, ma- 
chinery, or natural agents, that tends to bring about any 
desirable result," ^ 

The distinction between the operations of men and those of 
machinery and natural agents is 

*' on the whole objectionable because it gives countenance to the 
idea that there is some radical difference between the labour 
of man and of machinery, etc., whereas^ in so far as the doc- 
trines and conclusions of political economy are concerned, they 
are in all respects the same/' ■ 

Consider the example of a cask of wine, which is entirely 
finished as far as labor bestowed on it ts concerned, and now 
possesses a certain exchange value. If let stand a few years 
it will be found to possess additional value. To force this 
case, McCulloch has decided to define whatever it be that 
" works" in the wine to be labor, and thus to affirm that 
the increased value is occasioned by the increased quantity 
of labor employed upon it Malthus has made a rare criti- 
cism on this idea that cannot be omitted: 



* S« passAgc frotn a leuer to McCuUoch, quoted a»/tf, p. 43. 
'McCulloch'* edition of the Wealth of Nations y vol. iv, note i, p, 
•md., p, 77* 



75- 



64 



LABOR THEORY OF VALUB 



t3« 



" There is nothing that may not be proved by a new defini- 
tion. A oompo&ition of flour, miLk^ suet, and stones is a plum- 
pudding' ; if by stones be meant plums. Upon this principle Mr, 
McCuUoch undertakes to show that commodities do really 
exchange for each other according to the quantity of labour 
employed ufxm them : and it must be acknowledged that in the 
instance which he has chosen he has not been deterred by ap- 
parent difficulties/^ * 



Should we grant McCulloch's definition of labor, the ex- 
planations which he bases upon it involve an unconrnionly 
"vicious" circle- Having included in labor any of the 
operations of all ** nature'^ which tend to produce a desir- 
able result, he is forced to place aside desirable natural 
operations that are "gratuitous/'* Having no way to 
measure natural operations by themselves, he decides, in 
effect, that whenever a commodity is found which possesses 
an exchange value in excess of that which wotild be pro- 
portionate to its cost in human labor, the thing to do is to 
add in enough labor of natural forces to restore the desired 
proportionality. Subsequently he adopted another line of 
reasoning, incompatible with this one, but his later method 
of establishing: the absolute truth of the labor-cost theory 
was of the same calibre/ 

3, The fatal difficulty in which the Marxian theory of 
value culminated, due to the fact, as Marx described it, that 
the " organic composition of capital " is, for technical 
reasons, different in different industries, is the same as the 
difficulty of " fixed and circulating " capital, which occu- 
pied so large a share of Ricardo's and McCulloch's atten- 
tion. The problem as discussed by Marx differs from 

' Malthus, Definitions^ pp. loo-ioi, 

* McCuUoch ed. fV^aM ef Nations, vol* iv, pp, 77-78, 

*PrincipUs, 4th «!*, pp. 371-J* 
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Ricardo's greatly in terminolc^, and considerably in cer- 
tain other external features, but the identity of the two i» 
essence can easily be shown. 

From his general law that the value of a commodity is' 
governed by its labor cost/ Marx made a law of wages 
follow as a corollary, namely, that the value of labor, its ex- 
change-value, or wages, is governed by its cost of production 
in labor. It is very hard to find a labor-cost of production 
of labor, so, by an act of logical legerdemain, this becomes 
the labor-cost of labor's subsistence* The value produced 
by labor depends upon the duration of its exertion; but, 
says Marx, the exchange value of labor is a different thing* 
If laborers commonly work ten hours a day for their em- 
ployers, while six hours of labor will produce a day's sub- 
sistence, the value produced by a day of labor is as ten, while 
the wages paid for it are — in virtue of the general law of 
value — as six. The diflerence between the value produced 
by labor and the value of labor — in this case (adopting the 
labor-cost unit of value) four hours of value — is the famous 
" surpliis-value" and the four hours a day is called the 
surplus labor time. We shall have to adopt a special and 
purely temporary terminology to describe the complication 
in this theory about to be discovered.* By value we mean 



I 



'We omit the qualification regarding " socially necessary " labor^ and 
the theory of skilled labor as ''condensed labor,*' as not required for 
our present point. 

*If one granted, for the sake of argument, both the labor-cost law of 
valae ^nd the iron law of wagcs^ we should still lack the slightest jua- 
titication for deriving the latter as a corollary Irom the former. The 
only theoretical basis of the iron law of wages is a rigid Malthusian law 
of population, or labor supply, the alleged law so greatly abhorred by 
Marx and all soctaUsts. 

'The elaborate special terminology developed by Marx for the problem 
(not followed here) will be found cscplaincd in full in Bdhm^Bawerk's 



66 



LABOR THEORY OF P^AWE 



[324 




«cchange-value, unless otherwise specified. The outlay of 
value made by an entrepreneur in tabor, raw-matena^ 
machinery, etc., returns to him in the course of time a cer- 
tain value of products, which is greater than the octlav re- 
quired to produce them. The excess of this value over the 
outlay we shall call the " profit fund.'* Now, accordit^ to 
Uarx, surplus-value is tfie sole source of this profit fund. 
The reasoning to su(^>ort this runs as follows; The entre- 
preneur's investments in machinery and raw-matcriaJ, say* 
Mane, cannot contribute anything to this fund. For, ac* 
cording to the labor dialectic, all the value these goods can 
contribute to their products is derived from thdr owiTi labor- 
costs, and the law of value forces the entrepreneur to payi 
this value for them in full. They can, therefore, affi 
htm no surplus, But the labor he buys is a diflferent bind^ 
of thing. It, and it only^ as just explained, gives more value 
to the product than he is forced by the law of value to pxjJM 
(or it. " 

We are now face to face with the great difficulty. If 
surplus* value is the sole source of the profit fund, the profit 
funds of diflferent business units ought to be in proportion 
to the surplus labor time immediately exploited in them. 
Since the surplus labor time in each day of labor depends on 
the general rate of wages, there is a general rate of surplus 
labor time per labor day — e. g., four hours in ten — and the 
profit fund of every business would be directly in proportion 
to the number of laborers it employed. This is absolutely 
not the case in fact, " It appears, therefore/' says Marx, 

cxcelknt essay previously cited, Thi* litlle book: pre^enti Marx's 

theory of value, the ^'conU'adiction" and the outcome, in the clearest 
pos»iUe form. It would be useless to infringe on the territory covered 
by this work, but Dr. v. B6hm-Bawerk did Tiot mention the exjAtenee 
of the same ''contradicUon'* in classical Eoglish theory* 
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" that here the theory of value is irreconcilable with the 
actual movement of thingfs/' ^ 

For technical reasons, the proportions in which the en- 
trepreneur's outlays are invested in labor on the one hand, 
and other production-goods on the other hand, are diflferent 
in different lines of husiness. The make-up of the entre- 
preneur's outlay with respect to these proportions Marx 
calls the ** organic composition " of his capital,^ The facta 
of life are that equal capitals, in the sense of equal outlays, 
in different employments tend to produce equal " profit 
funds," regardless of their organic composition. Now what 
the profit fund actually turns out to be, depends on the sell- 
ing price or value of the product. If we take a capital spent 
in large proportion for labor, the larg-e amount of surplus 
labor time exploited ought to give the product a value 
very much in excess of the outlay, and afford a large 
profit fund. If we take a precisely equal capital, spent 
in very small proportion for labor, and almost entirely for 
machinery, etc., the relatively small amount of surplus labor 
time exploited ought to make the value of the product not 
nearly so great as that of the first capital. 

Since Marx frankly admits that in fact competition makes 
the zmlue of these products equal instead of uneqttal, how 
does he '* solve the contradiction " and redeem his theory? 
The actual '^ profit " (as defined here temporarily) afforded 
by the selling-vakte of the products is, throughout soci- 
ety, on the average, say 20 per cent, of that value. Where 
the " organic composition of capital " in a particular 
industry happens to be such that the profit which ought to 



^ Das Kapital, v, iii^ p, 131: quoted by Botim-Bawerk, op. cti,, p. 49,, 

■'*Die orgamsche Zusammeasetzung ;des Kapitals," I}as Kapital^ 
ToL ill, p. 124. 
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be produced according^ to the theory is also the actual profit, 
here the value of the product required by the theory will be 
the same as the actual value. But in some industries where 
the proportion of labor purchased in the total outlay is low, 
the actual value will be above the theoretical value, whereas 
in other industries, under reverse conditions, the actual 
value will be below the theoretical valut Now, concludes 
Marx, the variations of actual values (called by Marx sim- 
ply "prices") above and below the theoretical or labor 
values (called by Marx simply "values*') counterbalance 
or cancel one another, and tlie total actual values of all com- 
modities collectively retnain equal to their total labor values,^ 

The ^'theoretical values,** so-called above, are those which 
would be in proportion to labor costs. The law of labor 
cost declares that the value of any given commodity is de^ 
termincd by its cost in labor. In admitting that in fact 
actual particular values do not follow this law^ Marx has 
abandoned the law, (For a consideration of the erroneous 
claim that the average rate of surplus-value determines the 
average rate of profits, the reader may refer to Bohm- 
Bawerk's essay.) 

The point desired to be made here, ts that Ricardo*s diffi- 
culty of " fixed and circulating " capital is the same as that 
in the Marxian theory. Ricardo stated that variations in 
the proportions in which fixed and circulating capitals are 
combined in diflfenent industries introduces a second cause 
of change in the relative value of a commodity. The first 

^VoL ill, p, 138, Sw Bdhm-Biwcrk, cp. cit,, p. 67 et seq, Ihtrt 
«re other argumenrs advanced by Marx for the redemption oi his theory, 
considered in order by Bohro*Bawert» but that given is the first and 
principal one. The second is thit the law of value sorems the tmyve- 
mtnt of ^riat. Tliii Li aoaloflotis to» il not identicaJ with, Rtcardo't 
cUim. that chansts in Ubor^oott are the catties of cfaaii£ct of vaJue*. 
See ^mte, pp, 54-5- 
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cause is change in the quantify of labor required to produce 
a commodity; the second is a change in the general rate of 
wages. In the chapter in this history devoted to Ricardo^ 
it has been argued at length ^ that what Ricardo said was 
only a round-about explanation of the fact that the values 
required by the labor theory are not the same as actual 
values. 

McCuIIoch, following Ricardo, discusses the same prob- 
lem in the same way, and concludes that changes in the rate 
of wages will cause variations of values aside from the in- 
fluence of pure labor cost. But he adds to what Ricardo 
has said, attempting a justi6cation of the pure labor-cost 
theory on the grounds that it regulates average value. I 
trust what has been said will make it clear that McCulloch's 
defense is identical in essence with that of Marx, though 
different in form. McCulIoch wrote as follows, in 1849: 

" It should also be observed, that though fluctuations in the 
rate of wages occasion some variation in the exchangeable 
value of pairticular commodities, they neither add to nor take 
from iht total value of the entire mass of commodities. If they 
increase the value of those produced by the least durable 
capitals, they equally diminish the value of those produced by 
the more durable capitals. Their aggregate value continues, 
therefore^ always the same. And though it may not be strictly 
true of a particular commodity, that its exchange vaJue is di- 
rectly as its cost, or as the quantity of labour required to 
produce it and bring it to market, it is most true to aflirm tliis 
of the mass of commodities taken together/' ' 

McCulloch also expressed the same thought twenty-one years 
earlier, in 1828, Though a change of the rate of wages may 
cause a particular commodity to vary from its '* real value," 

'Pp. ss^ise^* 

^FtincipUs^ 4th ed., p. 371 (1S49)* The italics are mine. 
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*' th« exchangeable value of some other commodity must vary 
to the sanic extent in a contrary direction/' * 

Marx says the same, and concludes that the variations of 
the actual from the tlieo-retical values cancel cwie another.* 
Both McCulloch and Marx were involved in a hopeless en- 
deavor to overcome the difficulty of interest* 

2, James Mill. 
4* James Mill held that value depends, in the first in- 
stance, on demand and supply, but ultimately upon cost of 
production.* Cost of production consists of cost in capital 
and labor combined, but the capital clement can be reduced 
to labor, and in the last resort quantity of labor cost deter- 
mines the exchange value of commodities.* But there is 
an argument which is brought to controvert this conclusion* 

" It is said that the exchangeable value of commodities is 
affected by time, without the inten^ention of labour: because, 
when profits of stock must be included, so much must be added 
for every portion of time which the production of one com- 
modity requires beyond that of another/' ■ 

Mill takes the regular example of the cask of wine, worth 
twenty sacks of flour now — because it cost the same amount 
of labor— but worth more if kept in a cellar some j^ears, 

^ McCulloch edition of the WfOlth &f Nctions, vol, iv, note viii, p. aoo. 

*"Du« die Abwejchungcn vom Werth . . . sich gegcncinandcr auf- 
heb«n." Das Kapiial, vol. iii, p. 140* James Mill, in EUimnis oi 
Fotitical Economy ^ pp, na^nj (iSad)^ said the same thing. When the 
general rate of wages varies, for *'the aggregate of commodities, takea 
all together, there is neither fall nor rise/' 

^ Elements cf FoliHcai Economy, London, 1826. This statement 
probably came from Malthus, who laid down the general lines of the 
theory of value la this same way in iBao. 

*P-96, 'Pp-96^. 
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Now, he says, the objection here is that there is an addition 
of value without an application of more labor, and that 
therefore quantity of labor does not rej^ulate value. But 

" this objection is founded on a misapprehension with respect 
to the nature of profits. Profits are, in reality^ the measure of 
quantity of labour; and the only measure of quantity of labour 
to which, in the case of capital, we can resort. This can be 
established by rigid analysis. If two commodtties are pro* 
duced, a bale of silk, for example, for immediate consumption, 
and a machine, which is an article of fixed capital ; it is cer- 
tain, that if the bale of silk and the machine were produced by 
the same quantity of labour, and in the same time, they would 
exactly exchangee for one another: quantity of labour would 
clearly be the regulator of tbdr value. But suppose that the 
owner of the machine, instead of selling; it, is disposed to u&e 
it, for the sake of the profits which it brings ; what is the real 
rfiaracter and nature of his action? Instead of receiving the 
price of his machine all at once, he takes a deferred payment, 
fio much per annum : he receives, in fact, an annuity, in lieu of 
the capital sum ; an annuity fixed by the competition of the 
market, and which u therefore an exact equivaleni for the 
capital sum. Whatever the proportion which the capital sum 
bears to the anmiity, whether it be ten years' purchase, or 
twenty years' purchase, such a proportion is each year's annuity 
of the original value of the machine. The conclusion therefore 
is incontrovertible; as the exchangeable value of the machine^ 
had it been sold as soon as made, would have been the prac- 
ticai measure of the quantity of labour employed in making 
h, one-tenth or one^wentieth of that value measures also a 
tenth or a twentieth of the quantity of labour," * 

When an entrepreneur pays a certain sum for a machine^ 
which he uses up in production, at tlie end a certain sum of 
value produced stands in the place of, and is imputed to, tha 
^Pp> gg-ioo. The italics are mine. 
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destroyed machine. This sum of value is normally greater 
than the value of the machine, bein^ sufficient, in fact, to re- 
place the machine and leave a marginal fund of value, which 
we call interest. But Mr. Mill's text discloses the fact that 
it is the gross value of the product of the machine which he 
designates by the term *' profit." If the machine lasts ten 
year^, the entrepreneur receives these gross profits in ten 
annual installments. In purchasing the machine he has re- 
munerated the labor which was expended in its productiotL 
Now he receives back that remuneration in ten parts. Com- 
petition makes these ten parts the "equivalent'* of the orig- 
inal whole. 



4 



** It thus appears that profits are simply remuneration for 
labour. They may, indeed^ without doing any violence to 
language, hardly even by a metaphor, be denominated wages: 
the wages of that labour which is applied, not immediately by 
hand, but mediately by the instruments which the hand has 
produced." ^ 

Such was the puzzle of value in " classical " times that a 
thinker of repute could resort to explanations shallow almost 
beyond belief. It is the italicized line, of course, which 
begs the question* TTie assertion that the gross return from 
a machine is the exact equivalent of its cost price, might 
mean that the sum total of the " annuities." in which the 
entrepreneur receives this return, is equal to the cost price 
of the machine to him. In this case the statement is simply 
false. But if the intention be to admit that the sum of 
annuities is more than equal to the cost price, the plain im- 
port of the admission is unconsciously concealed under the 
word ^* equjvalent'* For the excess of the value of the 
product of the machine which affords this surplus in the 

'Pp* 102-3* 
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annuities is precisely the value out of proportion to the cost 
of the product in labor indirectly applied to it, that is, ap- 
plied through the machine To return to the cask of wine, 
by hypothesis, its value is in excess of proportionality to the 
quantity of labor it has cost. And yet Mr. Mill sets about 
to explain that its value is, nevertheless, in proportion to the 
quantity of labor it has cost, because it is a general principle 
that "profits" are " really wage» of labour/' In fact, 

** the case of the wine in the cellar coincides exactly with that 
of a machine worn out in a year, which works by itself without 
additional labour The new wine^ which is one machine 13 
replaced by its produce, the old wine, with that addition of 
value which corresponds with the return to capital employed 
upon the land [in MilVs view, the capital that sets the rate of 
interest for all other] ; and the account which ts to be rendered 
of the one return^ is also the true acoount of the other.'* * 



I 



Although Mr Mill has taken trouble to show that it is a 
misapprdiension to suppose that difference in the time re- 
quired to produce commodities throws their values out of 
proportion to their labor costs, he now caps the climax of 
his strange argument by explaining, directly after Ricardo, 
how a rise or fall in the general rate of wages will alter the 
exchange ratios of commodities, irrespective of changes in 
their labor costs* As explained in the chapter on Ricardo, 
this is but an indirect way of showing that the existence of 
interest is fatal to the law of labor cost, and that the length 
of time through which interest must be taken is a material 
factor in determining the cost of production of commodi- 
ties. The failure of Mn Mill, as a disciple of Ricardo, to 
understand the real meaning of the master's qualification of 
the labor-cost law, serves but to prove the assertion already 

ip. 104- 
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made, that Ricardo*s round-about argument on this subject 
was most misleading. As for Mr, Mill, his treatment of 
the interest difficulty was a bungle from first to last. 



r 



3* TORRENS, 

5. Torrens explains at great length why commodities can- 
not be exchanged in primitive society on any other basis 
than that of lator cost ; but concludes that the forces which 
produce this result in early times cause products to ex- 
changCr under advanced conditions, according to their cap- 
ital cost. A commodity's cost in capital ^ measured as the 
money outlay of the capitalist-employer, is its " natural 
price.** Actual exchange value does not, as Ricardo and 
Malthus say» tend to settle at twtural price, because there is 
a permanent difference between these quantities, and this 
difference constitutes "profits/'* It is true that writers 

^nrho claim that the actual price tends to come to the " nat- 

^niral price *' include profits in natural price, 

" *' But this classification is highly unphiitsophical and incor- 
rect/* * '' We cannot assert that the profit of stock is included 
in the cost of production, without aflftrming the gross absurdity 

I that the excess of vaJue above the expenditure, constitutes a 
part of expenditure/* * 



I ca< 

I Tvri 
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The difference of view^ between Malthus and Torrens is 
easily explained. Malthus means by natural price* normal 
lue, Torrens has in mind one variety of the '* natural 
price" of the "philosophical" account of value, 

*' Natural price is that which we must give in order to ob- 
'lain the article we w^nt from the great warehouse of nature, 
ind is the same thing as cost of pnoduction/* * 

* Essay on the Production of Wtalth^ LondoD* 1831, p. 51. Torrtns 
considered his theory of ''tJi changeable value" quite original^ (Preface, 
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primitive tunes this was labor; in present times it is 
capital. 

Torrens really attempted an '* empirical " law,' namely, 
that the exchange values of commodities are determined by 
their cost in capital to the entrepreneur, but are in excess of 
the cost by a constant percentage. Exchange values are 
still determined by the cost, because the percentag^e of this 
excess is reckoned on the cost. In criticism of this, it is 
easy to show that, as an empirical account, the only possible 
way of defining entrepreneur's cost to show that it does 
regulate value is to include interest ('* prc^ts ") in the cost 
The *' philosophicaJ " account is brought to bear on the law 
of entrepreneur's costs only to injure its statement. Inter- 
est is a part of the cost of any particular commodity, in the 
sense that it must be paid to call forth capital to aid in its 
production, just as wages must be paid to call forth labor 
If interest be excluded from entrepreneur's costs* the state- 
ment of Torrens that the value of the product will still be in 
proportion to cost cannot bear the slightest examination. 
The total process of the production of most goods is con- 
ducted by a series of entrepreneurs. If we take any two 
commodities of equal market value, the briefest considera- 
tion will show that their costs of production (in the sense 
onployed by Torrens), merely to the last entrepreneur 
making them, may be quite unequal. As Ricardo pointed 
out, if one commodity takes longer to market after the en- 
trepreneur makes his outlay than another, the amount of 
profits which its market value must afford will be greater, 
so that its cost (as Torrens defines it) must be less. But 
considering the entire cost of production to the series of 
entrepreneurs, the "profits" of each entrepreneur increase 

'"Emptrical,^' in the particular seuit of this term* adopted in the 
caning chapter oi this es&ay, 
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the necessary money outlay of the next entrepreneur suc- 
ceeding him, who uses the product of the first as production 
goods, If Torrens should permit the profits of entrepre- 
neurs earlier in the series surreptitiously to be included in 
the cost to later entrepreneurs, he would be abandoning his 
definition of cost. But if he excludes this element of prt^ts 
to the whole series from the cost to the whole series, it is not 
true (for the same reason which applied to the case of the 
single entrepreneurs) that the values would be in proportion 
to costs of production. 

6. Unfortunately* the influence of the philosophical ac- 
coimt upon the thought of Torrens did not exhaust itself in 
the havoc it played with his theory of entrepreneur's cost 
Perforce, he must give a new version of the theory of labor 
cost intended to bring it into complete harmony with the 
empirical law of costs. This theory is; fl 

** it is always the amount of capital, or quantity of accumulated i 
labour, and not the sum of accumulated and immediate labour H 
o^pended on production^ which determines the exchangeable " 
value of commodities/* ^ 



No definition la given of " accumulated labor " other than 
that implied in the sentence above: *' the amount of capital, 
or accumulated labour," Torrens defines capital to be the 
raw-material, machinery, and svbsisience of labor necessary 
to production. The " accumulated labor " which a product 
costs must be, in his view, the labor ' which its raw-material 
costSp plus that which the machinery used up for it costs^ 



i 



'Pp* 39~40. See *Iso Preface, p. 7, This theory doe* not occupy a 
prominent place in his bootc. The sum of accumulated and itDtncdiatc 
labor is what Rtcardo considers to be the total labor cost oE a good^ , 
under the name of labor indirectly and directly applied. 

*Frciumablyp in its turn, " atcumttlaUd." 
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plus — not the labor actually employed on it in connection 
with this niachinery, but plus the labor which the subsistence 
of this tabor has cost! * 

Since Torrens himself offers no explanation why this 
newly-defined quantity of labor cost should regulate value, 
we are not in duty bound to go very far into his fantastic 
conception. Just as labor theorists genemlly proved that 
labor cost is the regulator of value by the simple process of 
showing that utility is not, so, I suppose^ Torrens shows 
that lab<M" cost, as he defines it, r^;iilates value because as 
defined by Ricardo it does not. An astonishing thing about 
his conception is that the labor directly applied to a thing is 
not a part of its labor cost ! To the money outlay of the 
capitalist-entrepreneur for machinery and for raw-material 
corresponds the labor cost of these goods. To the money 
outlay in wages must correspond either the labor cost directly 
remunerated by these wages, or else the labor cost of the 
things the laborers buy with their money wages (subsist- 
ence). Both of these cannot be represented by these wages, 
otherwise some labor cost would be counted twice over. 
For instance, the labor employed directly on a pair of shoes 
would be part of the labor cost of production of the shoes; 
but somewhere else it would be counting as the cost of pro- 
duction of hats» or what not, according to the employment 
of the laborer of whose subsistence these shoes became a 
part. Having made the absurd choice to count this labor 
{the direct labor cost of the shoes) as part of the cost of 
hats^ upon the general principle thus adopted, Torrens can- 
not count labor, directly applied, as part of the cost of the 
thing to which it is applied. From this it follows that the 
direct labor cost of a machine or a piece of raw-material 
cannot be counted as a part of the real labor cost which de- 



* Ejcplanation of this follows shortly. 
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termines its value: As a consequoice, it is interesting^ to 
note that none of the labor directly applied to a commodity, 
or directly applied to any producticm goods used up in it, 
ts a part of its labor cost. If Mr. Torrens had been pressed 
by a critic in his day, he could wdl have defied any man to 
locate the Torrens labcH* cost of an article to show that it 
does not correspond to the value of the article. 
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THE EUPmrCAL THEORY AS DEVELOPED BY MALTHUS. 
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1. Malthus was a prolific and inconsistent writer on the 
subject of value,* His statement of the ** empirical " laws 
of value was able, and materially advajiced the theory in 
English political economy, but when he conies to the prob- 
lem of the measure of value, as a part of what we call the 
philosophical account, his writings are of so little worth that 
it would be a waste of time to consider them in full He 
was a great temporizer and user of makeshifts in questions 
of principle Malthus denied the validity of Ricardo's labor- 
cost regulator, but defended the labor-command measure, 
which in turn Ricardo rejected. He had a direct corre- 
spondence controversy with the latter on the subject of these 
two standards, but what Ave have left of this correspondence 
is in many places almost unintelligible to a modem student, 
unless read with infinite care.* 

2. In his Principles, Malthus opens his discussion by 
drawing the established distinction between value in use and 
value in exchange; but immediately after this he makes an 

'In his PrincipUSi I3t ed*, 1820, and 2d ed,, 1836. which was consid'^ 
erably altered from the fitst* Th£ Mtasttre of Vaiut: Statfd and fUus* 
traiedt a pamphlet of 1S23, and the Definitions in Poiitical Economy 
may be mentioned, but the text of the two editions of the FrincipUs 
•ufEces for tuiy except the most minute investigation of his views. 

"Kicardo's part is contained in his published letters to Malthus, rA 
well as those to McCulloch and Trower^ but the letters of Malthus to 
Ricardo have not, to my knowledge, been found for publication, except 
one g:iven in Letters of Ricardo to McCuUgcH^ {Pub* Am- Ec<, Assn,, 
10, Nos. 5-6) p. i6t. 
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important alteration in the order of presentation of ideas, 
as followed by Smith and Ricardo. He b^ns with the 
" etipirical '* account of value In consequence, when h* 
turns to the question of the relation between labor cost and 
value* he is led to adjust the labor theory to the previously 
developed empirical theory. As pointed out in the intro- 
ductory chapter of this essay, this was the beginning of the 
process which has resulted in the pushing aside of the labor 
theory in English political economy. Ricardo had been led, 
with injurious results, to adjust the "empirical" to the 
" philosophical " account. 

Ill a history of the law of supply and danand, or of the 
law of entrepreneur's costs, the statement Malthus gave 
these principles would be of great importance.* Here we 
are concerned with his version of these principles only to 
the extent necessary to show the different setting they give 1 
the labor theory from that in Ricardo's work. ^| 

3. Wc find that In the view of Malthus, the primary 
principle of exchange value, or the principle of broadest 
application^ is the law of supply and demand* The law of 
entrepreneur's costs is a secondary principle 



I 



" It has never been a matter of doubt that the principle of 
supply and demand determines exclusively, and \tTy regularly 
and accurately^ the prices of monopolized commodities, with- 
out any reference to the co«t of their production; and our 
daily and uniform experience shows us that the prices of raw 
products, particularly of those which are most affected by the 
seasons, arc at the moment of their sale determined always 

*The law of supply and demand is not so simple a^ to preclude a ^| 
variety of ways of stating it, and th* meanmg of such cooccpliooa as 
inUn^iy cfdefttand. tquilibrium or balance of supply and demand, tU*n 
requires careful reasoning to define. The history of the law in EngHah 
political tcoQom;^ woiUd be concerned mainly with Malthus, J. S. 
Ctirnei and Marshall. 
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by the hi^gling^ of the market, and differ widely in different 
years and at different times, while the labour and capital cm- 
ployed on them may have been very nearly the same." * 
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And even in those competitive manufactures where condi- 
tions are most favorable to the law of costs, alterations of 
the demand and supply are constantly overcoming the influ- 
ence of cost. Therefore, the cost rule is not only limited 
in action, but it is directly subordinate to the rule of supply 
and demand. 

" The cost of production itself only influences the price of 
* * commodities as the payment of this cost is the necessary 
condition of their continued supply/' 

" It follows that the great principle of demand and supply 
is called into action to determine what Adam Smith calls na- 
tural prices as well as market prices," • 

Cost of production ''can do nothing but in subordination " 
to the principle of supply and demand*^ 

Malthus follows Smith precisely in naming the com- 
ponents of entrepreneur's costs — wages, profits and rent — * 
but prefers to call the normal value requisite to cover these 
expenses, instead of natural price, the ** necessary price" 
" because the term necessary better expresses a reference to 
the conditions of supply." * What he means by the state- 
ment that the relation of supply to demand not only deter- 
mines temporary market prices but also natural prices as 
defined by Adam Smith, is that wages of labor depend on the 
supply of labor, and the "profits" of capital and rent of land 



^Ibid., 74-5, ^Jbid., 76. 

*Ibid.^ p* 83* 
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in the same way on the supplies of these agents** Ricardo 
took an entirely different view of the relation of the two 
"empirical" principles. In his work he takes no account 
of the law of supply and demand until in Chapter XXX, 
where he admits that this rule holds good of monopolized 
commodities, and, indeed, of all other commodities for a 
limited period.' But, in a letter to Malthus, he wrote: 

** You say that demand and supply regulates (sic) vaJue ; this 
I think is saying nothing; it is supply which regulates value, 
and supply is itsdf controlled by comparative cost of pro- 
durtion/' * 

Of course Ricardo was always conscious of the fact that 
cost of production can influence exchange value only by 
way of influencing supply. At the very outset of his chap- 
ter on value in his Principles he states; 

"* There are some commodities, the value of which is determined 
by their scarcity alone. No labour can increase the quantity 



'The claim regarding the subordination of the law of costs is set forth 
emphatically as follows^ "If \l appears generally that the cost of pro- 
duction only dcternnines the prices of commodities, as the payment of it 
is the necessary condition of their supply, and that the component parts 
of this cost are themselves determined [1, ^., as values] by the same 
cause* which determine the whole, it is obvious that we cannot gel rid 
of the principle of demand and supply by referring to the cost of pro- 
duction. Natural and necessary prices appear to be regulated by thii 
principle, as well as market prices, and the only difference is that the 
former are regulated by the ordinary and average relation of the demand 
to the supply, and the latter when they dilrer from the former depend 
upon the extraordinary and accidental relations of the demand to the 
supply/* PrincipUSt 1st ed,, pp. &4-^5' 

^Conner ed,, p* 376, 

^ LHicrt io Maithus^ p. 176. Maltbu^'ft contrary opinion ifi defended 
at length by bim in Sec. it of Chap, 3ci, on value, in the PrincipUi, 
tftt ed. 
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of such g^QOds, and therefore their value canttot be lowered by 
an increased supply" * 

Ricardo*s view was virtually this: The rule of supply and 
demand tells us practically nothing, but in those cases where 

we cannot get a further principle we will let it count as a 
law of ^--alue. But wherever the law of labor cost applies, 
the principle of supply and demand ceases to be of im- 
portance. 

An attempt to detenmiiie whether Ricardo or Malthus 
was right would involve us immediately in a discussion of 
the ultimate relation of cost in all its forms to value, which, 
so far as we do enter into it, we hope to make the culmination 
of this essay. Which view is the more profound, and whether 
an ambiguity in the word value is involved in the contro- 
versy, are questions by no means easy to answer. 

4, With this general theory, that the empirical law of 
costs is " subordinate " to the law of supply and demand, as 
a starting-point, Malthus proceeds to a thorough criticism 
of Ricardo's law of labor cost In the indictment which he 
brings against this principle, we may for ourselves distin- 
guish seven counts (indicated by the numbers in brackets) < 
These counts really fall into two classes. Tlie first main 
contention is that Ricardo considers the relation between 
entrepreneur's cost ('' necessary price/' as Maithus calls it; 
" natural price/* or cost in *' labour and profits," as Ricardo 
calls it) and actual market values too intimate. There are 
three sources of variation of actual from natural prices 
which should be emphasized. There arc [i] the temporary 
market alterations of prices, too rapid to be met by chang- 
ing the volume of production; [2] monopoly in the product 
itself, or some raw product used in its making; [3] seascHial 
' fluctuations in all products of the soil. 

I ^Conner ed., p, 6> The »aine thought i» expressed in the first pan- 
■ graph gf Chapter xiii, p, 171, 

L 
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The second main contention ' is that Ricardo overesti- 
mates the degree of control exercised by labor cost over 
natural price. Note the following: comprehensive passage: 

" Under aU the variations, therefore, which arise [4] from 
the different proportions of fixed capital employed, the differ- 
ent quickness of the returns of the circulating capital, [5] the 
quantity of foreign commodities used in manufactures, [6] 
the acknowledged effects of taxation, [7] and the almost uni- 
versal prevalence of rent in the actual state of all improved 
countries, we must I think allow that * * ^ it is certainty 
not the quantity of labour which has been employed in the 
production of each particular commodity which determines 
their relative values in exchange at the same time and at 
the same place,** ' 

The claim is in unequivocal language that ** well-known 
causes of constant and universal operation" destroy the 
proportionality of value to labor cost. 

It will be observed that the four points made in this cita- 
tion all concern influences which make the entrepreneur's 
expenses of production out of proportion to the total quan- 
tity of labor which his outlay of money directly and in- 
directly remunerates. For instance, the fifth point r^ard- 
ing the use of imported raw-material or machinery refers to 
the fact that $1,000 wortli of production goods bought 
abroad by an entrepreneur may have cost more or less labor 
than $T,ooo ^vorth of raw-material of home production. As 
Ricardo himself points out (in Chapter VII of his Prin- 
ciples), the exchange value of an imported commodity does 

'The case is not presented by Malthus as one of two main argument* 
with seven counts in total, bat all except this division and the number- 
ins ^^^ his^ 

*lAt ed., pp. i04~5- '^liis passage happens not to reapp^ftr in the 3d 
ed<* but all the points in it are still maintainftd thtre. 
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not depend on hs labor cost abroad compared with the home 
labor cost of the goods against which it exchanges. But 
the $1,000 spent by one entrepreneur counts just the same 
as that spent by another in determining the ** necessary 
price" of the respective commodities which they produce* 
Thus there is here one source of disproportionality between 
necessary prices and actual labor costs, 

5, What is the position of Ricardo with respect to these 
seven counts ? He acknowledged all but the claim that rent 
causes an aberration of normal value from the position re- 
quired by labor cost. That is, in the language of the day 
he denied that *' rent enters into price." He not only 
acknowledged, but himself stated the other points. How 
fully he treats the question of the different proportions of 
" fixed and circulating " capital, we have seen/ As for the 
"acknowledged" effects of taxation, the reference is to 
Ricardo's own statements^ scattered throughout his various 
chapters on taxation, that this and that tax will raise prices. 
Ricardo was perfectly aware of the effects of monopoly, and 
of the influence of temporary oscillations of supply and 
demand/ 

'As Mallhus said in another place, **The effects of jlow or q«ick re- 
turns, and of the different proportions of fixed and circdatiTig capitaU^ 
arc distinctly allowed by Mr, Ricardo, but in hia )aM edition be baf 
much underrated their amount. They are both theoretically and prac- 
lically >o considerable as entirely to destroy the position that commodi- 
tie* exchange with each other according to the quantity of labour which 
has been employed upon them, but no one that I am awar* of hai ever 
Itaied that the difTerent quantity of labour employed on com modi ties is 
not a much more powerful source of diflference of value/' Af^asttt^ 
0i Value Stated and lUuiiraied, pp» 12-13. 

*We have not happened upon a passage by Ricardo referring to 
the third county respecting good and bad crops, but Ricardo would 
(indowbtedly have considered thai it did not invalidate his position* 
If agricultural capital and labor remain the same in quantity while 
Sood and bad crops alternate, the coii of production per unit of nop 
varies as well as the price* When the wheat crop is good the cost per 



86 



LABOR THEORY OF VALUE 



[344 



Tlie old question whether " rent enters into price" could 
v€T^^ properly be discussed in a history of the labor theory 
of value. Since, however, the question is large cnoug^h to 
warrant separate discussion, and has in recent times re- 
ceived it in many prominent places, we shail be content 
merely to point out the conflict between Makhus and 
Ricardo, and to take the stand that recent discussion 
has shown that ground rent enters into price in Uie same 
sense as wages, or interest on capital other than land. 
Ricardo said rent does not and cannot enter in the least de- 
gree into price. Says Malthus: 

"It appears to me essentia] » both to correctn-ess of language 
and correctness of meaning to say that the cost of producing^ 
any commodity is made up of all the wages, all the profits, 
and all the rent which * * are necessary to bring that par- 
ticular commodity to market in the quantity required," ^ 

6, We have here the remarkable instance of two writers 
nearly agreed on the number of exceptions to a principle, 
but quite disagreed as to what remains of the principle. 
The labor cost of a commodity in a modem market can in- 
fluence its exchange value only by means of influencing its 
entrepreneur's cost. Tlius any cause which weakens the 
connection between the value of a commodity and its entre- 
preneur's cost of production, thereby also weakens its con- 
nection with labor cost. Therefore^ the first three points 
made by Malthus to show that entrepreneur*s costs do not ex- 
ercise perfect control over actual market-values are relevant 

bushel ]£ I0W4 The price per bushel would also b* low* If good crops 
mean low cost and low value at the same time, they probably do not 
mean sinking of value and cost in the same degree. The consequent 
deviation of value from cost is probably what Malthus had in Tnind^p 

'1st ed., pp. 103-3. 
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to the dispute about the labor-cost regulator But, as the 
reader lias observe<l, the three exceptions to the law of money 
costs are only such as have always been made to any propo- 
sition of static theory. A static law oi value is supposed 
only to govern tiormal value under competitive conditions. 
It is perfectly legitimate to put emphasis upon the causes of 
the variation of actual values from static standards, but on 
tlie principle J now so well understood, that actual conditions 
can be fully understood only by the preliminary establish- 
ment of static laws, the first three points of criticism made 
by Malthus, and admitted by Ricardo, must be judged to 
leave the law of costs a perfectly valid principle. 

If the only causes of variation of actual exchange values 
. from the standard of labor costs were those causes which 
operate to weaken the law of entrepreneur*s costs, the Ricar- 
dian labor theory would remain a principle of the utmost 
importance. The attacks which the labor-cost theory can- 
not withstand are those directed against its validity as a static 
principle. It is an undisputed static principle that ex- 
change values arc in proportion to entrepreneur's costs. 
Therefore, every time a cause is shown which throws cn- 
trepreneur*s costs out of proportion to labor cost, a heart- 
thrust is given the theory of the labor-cost regulator To 
the list of causes of this kind granted by Ricardo, Malthus 
added one, an important one; or rather, he persisted in re- 
taining what Adam Smith considered to be such a cause — 
rent of land. Malthus then discovered no new point; but 
he marshaled many points in an able manner. Considering 
only the weighty part of his case, his argument is that en- 
trepreneur's costs consist of wages^ interest, and rent; that 
wages alone stand for labor cost; ^ that therefore the exist- 

^Thc strange attempt of Jamea Mill to show that the interest dement 
itands for labor also, mistoolc. as we showed in Chapter vi, the replace- 
mcTit fund of an entrepreneur for h\& interest fund« 




88 LABOR THEORY OF VALVE [346 

ence of the other two elements makes the total entrepreneur's 
cost decidedly out of proportion to labor cost* This signi- 
fies not only that entrepreneur's costs are composed of out- 
lays in excess of payments for labor, but that when one en- 
trepreneur's cost is compared with that of another the two 
will (barring an accidental coincidence) not be to each other 
as the respective labor costs entering into them (through 
wages ) * Two c om mod i t ies may ha ve eq ual exchange 
values and equal entrepreneur's costs, but one may cost twice 
as much labor as the other, because the latter may cost more 
rent or interest than the former* Ricardo denied the influ- 
ence of rent, and assumed that interest preserves fairly con- 
stant proportions with the wag^e element. In our judgment^ 
Ricardo was much the pro founder of these two ccono- * 
mists, but Malthus made the fortunate gain of presenting 
the empirical principles of value at the outset of his work, 
and in this way was led to adjust the tabor theory to them^ 
instead of doing the reverse, as Ricardo did. 

Note on the Question of the Invariable Measure of Value in all 
Times and Places. 
7, Adam Smith made several general assertions concern- 
tng the power of a labotr standard to measure value in all 
times and places. If mankind should live under conditions 
free from the rent of land and interest 011 capital, according 
to Smith the quantity of labor which commodities cost might 
properly be regarded as commensurate with the quantity which 
they com ma nd in ex cha nge . Unde r actu al con d i tion s the 
command standard alone will apply* Ricardo became a stead- 
fast critic of the idea that the labor-command standard could 
be thus used. He believed it to be impossible to find 
an invariable measure based on labor cost of production 
(as distinguished from labor commanded in exchange) ; but he 
made statements which implied that if a commodity existed 
which cost the same quantity of labor throughout time, it would 
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be an invariable measure of '* real value/' Then again he 
faltered in this view because " profits " enter into the cost of 
production of different articles in different degrees. The writer 
has found himself unable to reach a complete understanding 
of Ricardo's section on this subject, Section vi of Chapter i, 
Malthus always defended the labor-command standard of 
Smith, though in a vacillating way. In the end he adopted it 
in an unqualified form. (In the 2d and iast edition of his 
Principles, the text being written just before his death.) With 
his last published discussion, appearing in 1836, the question 
practically disappeared from English political economy. Re- 
ferring to this question, John Stuart Mill said : **it is necessary • 
to touch upon the subject, if only to sho%v how little there 15 
to be said about it/' and concludes that the measure sought is 
impossible. J. B. Say wrote that " an invariable measure of 
value is a pure Chimera/' * Torrens expressed his judg- 
ment in words quoted from Lord Lauderdale : '* Lord Lauder- 
dale has justly observed that the search of economists after 
a measure of exchangeabte value, is just as irrational and 
as hopeless as was that of the alchemists in quest of the 
philosopher's stone/** Well might the discussion be condemned 
by contemporaries and neglected by subsequent economists, for, 
especially in the lengthy writings of Malthus» the question was 
involved in distracting confusion, while the comparatively brief 
passage Smith devoted to the subject contains fatal contra- 
dictions. 

It is doubtful if we can escape this question in theory. The 
required standard may come as a more modest proposal than 
that of Adam Smith, but some means of comparing value, as 
significance (as Menger's "Bedeutung") in different times will 
always be desirable, to say the least. In the recent controversy 
over the question whether gold is a good standard of de- 

*Iti hit notes in a French edition of Ricardo's Prindptes, ** Des 
Principci tU V Economic Politiqiu et de Vimpdt*^ 2d cd. Pari* (1835)* 
M note, p, 12. 
B ^Euay on ths Production of Wealth ^ p. (^S* 
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fared payments, practical men decided for gold on other (and 
suflficient) gfroumls than any alleged invariability in value, but 
it v,-as ineviiabie that the qu^stacm should su^;est itself: 
What does constitute the same value in different dtncs {L e. 
under changed c<^dilions of wealth) ? It is the legitimate 
function of economic theory to wrestle with such questions, 
whether to conclude that an answer i& impossible (for that 
would be a conclusion, hard to prove and of importance when 
proved) or that such and such a standard may be established. 
The present essay wll not attempt the hercu]ean dialectical 
labor of setting in order and criticising all that Smith, Malthus^ 
,and Ricardo \^Tote on this subject. The labor doctrine as a 
statical theor>' is a problem of sufficient proportio«is in itself 
to permit specializing upon it. A brief discussion however 
is added concerning what Malthas wrote upon the subject of 
the labor-command measure. In the first edition of his Prin- 
cipUs, ^ faith us held that there is no question of possessing 
A perfect measure of value at different times, but there is a 
question of choice between vAriou& imperfect measures. He 
was apparently much tn^yressed by the charge that the value of 
Ubor changes ^-hen the quantity of commodity (it, messorcd 
in ph>*sical units) which it commands, is altered. Accofid- 
ittgly he proposes to take labor and "com" togctbcTt or a 
** mean bctH^ven them " as a standard.^ He proceeds 
upon the sapposhioo diat " when com compared widi labour 
is dcftr, Uboor oonpared wnfa com muM necessarily be 
diea^ **At the period when a given quantity of 00m will 
CDonand tbe p caie st quantity of the necessaries, ooQX'efiteiioes. 
«Bd M tt UB troaits of life, a gi\-en qtnntity of laboor will always 
oommand the smallest quamitr of such objects^ (and t«rr 
«tn«) : * * * If , then, we take a iDcan between the 
tmK «v shall evidemh* have a uatiaiurt corrected by the 
COHtanpocanr variations of each in oppos ite directions."' 

*lht iffladpit of tte ^ckcv tad iroy littie t« eMHtto* wilkAc priB- 
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la thi^ double standard a unit of labor is to be a day 
of " common " labor. For the use of th^ standard some 
unit of com is necessary, A peck is selected. The reason 
given for this choice is that this amount may be considered 
** in respect to quantity as equivalent to a day's labour.'* 
Accordingly, " any commodity, which at different periods will 
purchase the same number of days* labour and of pecks of 
wheat, or parts of them, each taken in equal proportions, may 
be considered, upon this principle, as commanding pretty nearly 
the same quantity of the necessaries^ conveniences, and anitise^ 
raents of life; and, consequently, as preserving" pretty nearly 
its real value in exchange at different periods." ^ In his 
correspondence with Malthus, Ricarcio made the former 
very uncomfortable in the position taken with respect to the 
combined labor-corn measure of value. In the second edi* 
tion of the Principles of Malthus this hybrid standard was 
absmdoned. In principle it was a shallow makeshift. It is 
needless to say that if the arguments for regarding the amount 
of commodities purchaseable by a day's wages, as the unit 
of wealth, are sufficient, grain should be measured in its " real 
value" by reference to this standard in the same way as any 
other important commodity. As was stated in Chapter ii, the 
com measure of value was suggested by Smith to serve as a 
convenient index to the labor measure. Beyond a doubt, Smith 
spoke of the corn measure in a way to mislead both Ricardo 
and Malthus ; but nothing could be plainer than the words 
quoted from him to show that com is used on principle only 
because it is supposed to remain from age to age in a steady 
exchang:e ratio with day labor. ^ 

In Malthus*s second edition, the view is taken simply that 
"standard" labor commanded in exchange is the measure of 
value in all times and places, There is great difficuhy in tell- 
ing precisely what value, or what kind of value, it is that is 
measured. It is called ** real value in exchange" and 
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iriiisic value m exchange/' The latter is in one place defined 
to be " not the general power of purchasing possessed by % 
particular commtxiity, but its power of purchasing arising from 
intrinsic causes ^ which includes all the causes of whatever 
kind they may be, which have contributed to the Hmita- 
tion of its sui>p1y compared with the demand,"* The ex- 
trinsic causes of a commodity's exchange value are the 
causes of the value of the other commodity m whose 
quantity the exchange value of the first is expressed.' [n 
various other places, *' intrinsic value in exchange *' is de- 
fined as indicating ( i ) the degree of necessity or convenience to 
life {ist ed,) ; (2) the difficulty of oMainnKnt {m some sense 
supposed to be more inclusive than Ricardo's labor cost) ; 
(3) the degree of the limitation of the supply as compared 
with the demand. Thinking with such terminology would be 
like painting portraits with a white-wash brush. If a day of 
labor in America commanded twice the physical quantity of 
a given complex of commodities that a day of English labor 
comnandrd, Mattluis was forced to admit that the simple ex- 
change value of the goods commanded by a unit of American 
labor was twice that commanded by a unit of British labor. 
But at the same time his doctrine of the labor measure of value 
required him to affirm that the *' real exchange value " of the! 
goods commanded by a day of labor in the two countries wa* 
the same* In this way he was led to contend that two com- 
plexes of goods having different exchange values, had the 
same " real exchange values/' In view of the fact that *' real 
exchange value '* is defined virtually as " exchange value as 
arising from its causes," the contention is m>*stif)nng. One 
b prxme to acquiesce in J. S< Mill's jadgntent that tbe argu- 
ment of Malthus is * " vain subtlety," 

»ad ed.. p. gfi, "ad ed., p. 57- 
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I, Senior's little Political Economy^ eam^ for him 
but a secondary rank in the literary history of the science. 
This is because the work, taken as a wholCj is extremely 
unsystematic. It is also a little erratic. Senior was, how- 
ever, a man of far greater merit thaa-McCutloch, Torrens^ 
or James MiJl, and advanced many significant original doc- 
trines, or rather parts of doctrines, Tlie most noteworthy 
of these bear closely upon the theory of value; and if we put 
together what he said, in our own way, we shall obtain an 
important line of commentary upon the Ricardian labor-cost 
theory. The results tend more to destroy than to support 
that theory,' 

According to Senior, the conditions essential to value, 
which he defines as exchange value, are (i) utility, (2) 
limitation in supply, (3) transfcrableness.' We have seen 



'Prepared a^ the article on ** Political Economy" in iht Em^clop^ia 
M^iroppliiiLnat 1836, but appearing as a separate work in namerous re- 
prints fr(jm this* Page references are good for any edition. The table 
of contents looks systematic at first blush^ but study of the text, espe- 
cially the part on the theory of difltribution, soon dispels any illusions 
concerning this point, 

'Senior was, in my judgment* indebted fully as much to Malthus and 
Say as to Ricardo. To all appearances much of interest in the writings 
of Cairnes must have been suggested by the work of Senior. 

*Fi>Iiiica/ Eton&myt p, 6* These are the three consiittienls of wectih^ 
but things composing wealth are defined tobe the same asthingsof value* 
> Curiously the qua [t fie at) on of transferableness is held not to exclude per- 
Ml) 9J 
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how Malthus laid emphasis on the fact that cost can influ- 
ence value only through affecting supply, and here wc sec 
the same thought put cvm more emphatically. It is limita- 
tion of supply alone that in the tirst instance gives ^^aluc to 
things of a useful nature The following words, carrying 
out the lines ot thought suggested by J. B. Say and Mal- 
thus^ are remarkable: 

" It IS true that wherever there ^s utility, the addition of labor 
u necessary 10 production constitiitcs value, because, the supply 
of labor being limited^ it follows that the object to the supply 
of which it is necessary, is by diat very necessity limited in 
iupply. But any other cause limiting supply is just as effi- 
cient a cau»e of value In an article as the necessity of labor 
to its production. And in fact, if all the commodities used by 
man were supplied by nature without any intervention whatever 
of human labor, but were supplied in precisely the same quan- 
tities aa they now are, there is no reason to suppose either 
that they would cease to be valuable, or would exchange in 
any other than tlieir present proportions." * 

Senior adopts this last heroic hypothesis only in passing, 
by way of exhibiting, in a striking way, what he considers 
to l>e the trnc relation of labor cost to value* In criticism 
of Ricardo, he says: 

''Ai liniitntion of supply is essential to the value of labor 
itself, to assume labor and exclude limitation of supply ^ as the 
condition on which value depends is not only to substitute a 
partial for a general cause, but pointedly to exclude the very 
Cftu*e which |;ives force to the cause assigned." 

lonti tKlentx from the cattgory ^^ wtallht for thf»e are considered to bt 
thUft ** imperfectly tran*f*rib!e," A Uwy« transfer* hU Ul«m9 to me 
ivbtn t hir« htm 10 plcid my case* See pp. 9-10. 

^ P« I4> A MiQilau' pAiuse, notsoweii ex{»rc$ttd«i> found in Malthas » 
^fim€if4*s^ lit «d.« p. t4- 
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2. Although Senior is careful to ^ve limitation of supply 
as the factor which, combined with usefulness, occasions 
value* he still holds that cost of production may govern value 
under certain ideal conditions. These conditions are de- 
scribed as those of '* perfect competition," but he means a 
great deal more by this than these words signify to-day. 
Senior's conception of cost, however, is different from 
Ricardo*s, '* By cost of production we mean the sum of 
labour and abstinence necessary to production." ^ Labor 
is defined, with especial reference to cutting off the exten- 
sion of the term attempted by McCulIoch,^ to be *' volun- 
tary exertion of bodily or mental faculties for the purposes 
of production" (p, 57). The new word abstinence is de- 
fined as follows: 

"A term by which wc express the conduct of a person who 
either abstains from the unproductive use of what he can 
command, or designedly prefers the production of remote to 
that of immediate results." ^ 

For the variety of conceptions of cost^ expressed and im- 
plied in the writings of his predecessors^ Senior substitutes 
a consistent definition of cost in terms of subjective sacri- 
fice. With this improved concept as an aid, he is enabled 
to resolve many of the difficulties w^hich had beset earlier 
debates upon the meaning of cost. The objection of Mr, 
Torrens to the inclusion by Mr Malthus of "profits" in 
cost is good, says Senior, as against Mr. Malthus's word 
profits. 

*See anU, thap. vi, } 2. 

■P, 58, Scrope, an English writer, 1833, said: **Profit i* to bt 
viewed in the ti^lit of a compensation for abstaining for a time from 
consumption in personal gratification/' Mentioned by Bohm-Bawcrk, 
Capital i^nd Ifti^tst^ p. 371. '*Butp" continues Bohm-Bawerfc. *'this 
same idea which bis predecessors merely touched on. Senior has made 
the center of a well -constructed theory of interest.*' 
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'^ WmC of the tcnn aliirinfftfe, or of fome eqttnraknt cxprcs- 
ilM hu led Mr Malllms arto iBMcniacy of Indulge. * * 
WIlcii be termed profit a part of Ae cost of prododion, he ap- 
ptan to m to have meant not profit^ btxr that conduct which is 
Ptptid by profit: an inaccuracy precisely £>xmlaf to that cocn- 
mhted by thotc who term wages a part of the cost of produc- 
tion ; tneatiin^ not wages, which are the result, but the labour 
lor which wages are the remuneration/* * 

The clearness of thought here is gratifying in comparison 
with earlier discussions, but, as we have had occasion to 
urge before, the idea that it is erroneous to consider wages 
and profits as cost, confines the term to the meaning of sub- 
jective cost whereas there can well be other forms of cost. 
It may cost coal and machinery to produce an article, just as 
\{ may coat labor and abstinence. 

3, The true cost of prtxluction of commodities, affirms 
Stnior, would regulate their vahies if the only obstacles to 
tlicir supply were (he labor and abstinence required for thdr 
prwluction. There arc two different arguments given to 
substantiate this proposition* The first partially corrc- 
sponUs to the '* philosophical " account of value, being 
stuteil in highly generalised terms witliout regard to the 
division of society into classes of capitalists and laborers. 

" Where the only natural agrnts cmplojed are those which 
arc itiuversally acvT^s^tible. and therefore are praciicaliy un- 
Umiltfd m mpply» ihc utility of the prodocc, or in other words, 
tl» powtr gt pcodttctng grattSattioti, or prevcnttng pain, must 
bt te profortvon t> the focni^cts tnadc to prcKhicc it. unless the 
pcodwtr kft» mi»applied hts e x emoos: Simct 00 man wo«dd 
wiftimly twptaj » lb«* amouttt ot hfcor or ahrtawnce in pro^ 
iitcimc ««t KummmSmf^ if lie cwM oteaiB nave gratificatiaa 
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This passage, whether consciously or unconsciously, is a 
proposition about a primitive or a Robinson Crusoe econ- 
omy. U affirms that the utility of products will be in pro^ 
portion to their total disutility costs of production^ but it 
does not affirm that production Avil! be carried on until th^ 
utility per unit of the increasing number of products will be 
reduced until it is equal to the disutility cost of a unit* Ex- 
cept for the failure to make this latter observation. Senior's 
formula looks like an anticipation of later theories of value. 
This appearance is carried out by the use of the word 
*' utility" for value The word as here used was prob- 
ably taken directly from Say; it cannot be Adam Smith's 
"value in u^e" For if Crusoe produced at equal cost, 
measured in disutility, a small article of luxury and a 
great quantity of necessaries, and estimated the two at the 
same value — and this would be rxormal — the Smithian values 
in use distinctly would not he in proportion to sacrifice costs. 
The great quantity of necessaries would have a great " value 
in use," as contrasted with the small article of luxury, for 
which Crusoe nevertheless was willing to expend quite as 
much iabon '* Marginal *' or " final " utility would fit the 
requirements of this formula^ but there is nowhere in the 
book the slightest evidence that Senior utilizes the marginal 
method. In fact, on the same page with this proposition is 
a paragraph which shows that he considers the value of 
things not capable of increase in supply — the "rare produc- 
tions of nature and art " — to be subject to no general nile, 
because dependent merely on the wealth and taste of the 
community.* That is to say, unless there is some ascer- 
tainable rule governing the conditions of the supply of 
goods, there is no rule of their value. But the utility 



> P. g7. Cr, p. IDS- 
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theoT7 is a whole explanation of value iying precisely in this 
region of no rules. ^ 

4. We come shortly to the explanation that nearly cor- 
responds with Adam Smith's ** empirical account." Here 
the scene is the social economy^ Cost of production — al- 
ways the sum of labor and abstinence — must be divided into 
(a) cost on the part of the producer or seller and (b) on 
the part of the consumer or purchaser. The latter is the 
amount of labor and abstinence v^hich would have to be un- 
dergone by the consumers if they themselves^ or some of 
them in behalf of themselves and the others^ were to resort 
to producing the g^ood in question instead of buying it 
The former cost sets the minimum limit to price, or ex- 
change value. The latter sets the maximum. Under cir- 
cumstances of free competition, when no producer possesses 
any advantage over another, these two limits coincide, and 
the price of commodities therefore represents the aggregate 
amount of labor and abstinence necessary to continue their 
production.* This division of cost into two parts^ ^ch 
forming a limit, is Senior's peculiar and inferior way of 
describing the action of competition among producers. He 
concludes nearly in the ordinary way; 

" If the price should rise beyond the cost of their [the com- 
modities'] production, the producers must receive more than an 
average remuneration for their sacrifices. As soon as this 
has been discovered capital and industry flow towards the em- 
ployment which, by this supposition, offers extraordinary ad- 
vantages. Those who formerly were purchasers^ or persons 
on their behalf^ turn producers themselves, until the increased 
supply has equalized the price with the cost of production*" • 

The re\erse movement, of course, prevents an abnormal fall 

'But yc( of all Englisb writers previous to Jevons, he develops ihe ex- 
planation most compatible with the utility theory of value*. 

'P. 101. 'P, 101. 
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of prices. This process of bringing^ exchange values into 
proportion to subjective costs of production, reduces itself 
simply to the adjustment of values to such a level that the 
wages and profits into which they are divided in each in- 
dustry furnish the regular or average (as we shoulrj say, 
** static ") refnuneration to the labor and abstinence re- 
quired for production, 

5, We see, then, that where labor and abstinence are the 
only " obstacles " to supply, or where profits and wages are 
the only shares which " enter into*' price, values will fje in 
proportion to cost of production, which is not labor, but a 
** sum of labor and abstinence." The next question is, in 
what light does Senior regard rent Rent, in his view, over- 
turns the whole correlation of value with subjective cost of 
production. And here wc are introduced to Senior *s re- 
markable extension of the concepts of rent and of natural 
agents. In the first place, rent is defined to be the return 
to natural agents which are not universally accessible (p, 90). 
But in the second place, rent is defined to be the surplus of 
value protluced above the amount required to remunerate 
the sacrifices of production. 

*' If the established division is adhered to^ and all that is 
produced is to be dividetl into rent, profit, and wages, — and 
certainly that appears to be the most convenient classification, — 
and if wages and profit are to be considered as the rewards of 
peculiar sacrifices, * * * it is clear that under the term 
* rent ' must be included all that is obtained without any sacri- 
fice; or, which is the same thing, beyond the remuneration for 
that sacrifice; all that nature or fortune bestows either with- 
out any exertion on the part of the recipient, or in addition to 
the average remuneration for the exercise of industry or the 
employment of capital." * 

* Pp. Qi-2. P, 128, th« question of nomendature is discussed all over 
ag^in. Rent is "the revenue $pontaneotisly offered by natnre or acci- 
dent/' 
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Accordingly, rent includes not only the return to land, in 
the widest economic sense of this terra, but also the return 
to secret processes of production^ and to talents or extra- 
ordinary personal abilities.^ This necessitates the very 
curious use of the words "natural agents'* to inchide ex- 
clusive knowledge of, or right to, an advanced process, and 
talents or unusual faculties: 

" The mere knowledge of the operations of nature, as long 
as the use of that knowledge can be confined either by secrecy 
or law, creates a revenue to its possessor analogous to the rent 
of land * * * so precisely resembling the rent of land, 
that it often receives the same name," (and it must be called 
rent). 

The salary, wages, or remuneration of the laborer may 
really be composed of wages, rent, and profits : 

" Is then the extraordinary remuneration of the labourers, 
which is assisted by extraordinary talents, to be termed Rent 
or Wages? It originates in the bounty of nature; so far it 
seems to be rent. It is to be obtained only on the condition 
of undergoing labour ; so far it seems to be wages. It might 
be termed * * rent which can be received only by a labourer^ 
or wages which can be received only by the proprietor of a 
natural agent. But as it is clearly a surplus, the labour having 
been previously paid for by average wages, and that surplus the 
spontaneous gift of nature, we have thought it most convenient 
to term it rent." * 



'Pp< 91, 128^135. For general argument to justify inclusion of per- 
sonal qualities within wealih^ s«e pp. 9-10, 

^Ibid.t pp. rzQ-jo, Some of the extraordinary earnlnff power or 
ability of the laborer may be the result of education and training for 
which sacrifices have twco made* Such abilities are "'immaterial cap- 
tial/* and the part of the whole wages due to them is really profit on 
this capital [p, ijo). Then wages of skills or professional labor may 
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6- Does this rent, the surplus of value abovfi^.reward tor 
tnie cost of production, "enter into price?" Senior does 
not use these words or discuss this question directly ^.fitiL 
although he follows Ricardo precisely in explaining rent^A 
a differential return and defends the doctrine vigorously- ;[* 
against Say's attacks, he assumes nevertheless, contrary to 
Ricardo, that rent does " enter into price " in the sense of 
constituting a source of permanent disproportionality of 
value to subjective cost of production. As was intimated 
some pages back, the state of free competition, as under- 
stood by Senior, is highly idea!, postulating not only the 
ordinary condition of ideal mobility of capital and labor, 
but also the use of none but free natural agents : 

"When we speak, therefore, of a class of com ntofli ties as 
produced under circumstances of equal competition, or as the 
result of labour and abstinence unassisted by any other appro- 
priated agent, * * * we do not mean to state that any 
such commodities exist, but that, if they did exist, such would 
be the laws by which their prices would be regulated." * 

He takes up the example of the watch, a commodity ad- 
duced by McCulloch and others as having a value derived 
from labor cost alone, and shows that at every turn rentj of 
the diverse kinds he has defined, is paid out of its price,' 

contain rmi for inborn talents, profit for abilities acquired through the 
sacrihce caUed abstinence, and wages for the real disutility of l:ibor in- 
curred. *' Forty pounds a year would probably pay all the labour that 
[a lawyer] undergoes in order to make* we will say^ jf4iO0O a year. Of 
the remaining: ^3^960 probably ^3,000 may he considered rent" (p- 134)- 
'*The intellectual and moral capital of Great Britain far exceeds ail her 
materiaJ capital, not only in importance, but even in productiveneas/' 
Ibid. 

*P. 114. 

'P. ri2. The payment of rent in every ca« is but the wedg-ing in of 
B slice between value and the remuneration for cost of production. 
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7. WhKt.^tt'the net result of Senior's argument for the 
lalx>rH;ost* theory of value? In the first place, Senior had 
Ijtt)^ td say about the diflficulty of "fixed and circulating 
r.'^^tal " which took so much of Ricardo's time. The 
.reason is simple. Of course the values of products are out 
of proportion to their labor costs, because of the different 
lengths of time required to produce them. Two goods may 
cost the same labor, but differ in value. 

" The principle is that, though in both cases the labour em- 
ployed is the same, more abstinence is necessary in the one 
case than in the other." * 

The great effort of Ricardo to force the facts into some 
conformity with the only philosophy of value he possessed, 
by asking us to consider " profits " an element about in pro- 
portion to wages cost, though they are not, becomes un- 
necessary from Senior's view-point. The motive to under- 
take this forcing of facts is undermined. For " profits " 
stand on the subjective basis of " abstinence," just as wages 
staiul on the base of labor. 

I'^u'thcnnorc, according to Senior, land rent " enters 
into " price. So far, both " profits " of stock and rent of 
lantl exist to destroy the proportionality of values to labor 
cw^t. Tins is the result to which Malthus's criticisms of 
Ricanlo Iiad led. But Senior's criticism goes be\-ond Mal- 
thus*s. Wages, as an element iti entrepreneur's cost, are 
ikM e\<nt in pr<^^v^^tion to tlie labor remunerated. That is 
tx> s,\v, this is what Senior says if we keep his thought while 
ft<\>nnn'!g his Ini^gua^e. He states that the actiial income, 
which we alwnys call Ci\7^<A'f. is really composed in many 
C3^:*scs of WAjits, proms, and rpsn. He sa\-s this because he 
vishe< to delv^e \\ ac^es ns ih.ai Txsmineration which is in pro- 
|n>nvv.*, to saor:t^oe. Ir, :his depanv-re in tcmainologii' we 
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cannot follow him. It is the whole wage of a laborer which 
is truly analogous to the rent of a physical unit of land. 
Different laborers, of different earning capacities^ could be 
conceived of as ranged in a scale, so as to give a differential 
aspect to their incomes. Senior's rent to skill is reially an 
excess of wages over the amount required to be in propor- 
tion to disutility. As he himself wrote in one place: 

" There arc few employments in which extraordinary powers 
of body and mind cJo not receive an extraordinary remtinera- 
tion. It is the privilege of talent to work net only better but 
viore easily. It will generally be found, there fore^ that the 
commodity or service produced by a first- rate workman, while 
it sells for more than an average price, has cost less fhan an 
average amount of labor, [k e.^ disutility.]" ^ 

I Said Ricardo: The principle of value is that labor cost 
regulates it; but this principle is considerably modified by 

^ the fact that the values of different commo'litieii have to in- 
clude different proportions of " profit." Piecing together 
for ourselves what Senior says, it is his position that the 
value of commodities must include (if the commofhties are 
to be produced) rent, profits, and wages; rent and profits, 
being different percentages in the whole entrepreneur's cost 

^ of different goodSj make values out of proportion to labor 
cost; there is no necessity of considering profits as an ele- 
ment in entrepreneur's costs approximately in proj>ortion to 
wages; and lastly, wages are not in proportion to labor, 

I which is disutility,* 

'In an unobtrusive position further on in the book he adopts tlic tabor- 
command standard, but without discussion. '*Th<; be*t stantiard o! 
value for phitosopliical purposes appears to be ihe command of labour." 
This appears to be an uncritical and parsing acquiescence tn the views 
ci Malthus. 
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I. Though Mil! reg^arded his exposition of the theory of 
value with great satisfaction — a fact that has occasioned in- 
numerable thrusts at him since — his contributions to the 
whole subject were not great, considering the work of 
Ricardo, the criticisms of it by Malthus, and the abundance 
of suggestions in the writings of Senior. His terminolog- 
ical faults are gross, and in many places his thought is 
very loose. His entire discussion of value, above all* lacks 
precision. By value is to be understood exchange value; 
general power of purchasing, and Mill insists strongly on 
the necessity of keeping in mind that a general rise or fall 
of value so defined is ^'unthinkable/' Value is purely a 
relative term. The conditions essential to value are utility 
and difficulty of attainment. Difficulty of attainment may 
" consist in an absolute limitation of supply " or in '* the 
labour and expense requisite to produce the commodity/' * 
When, in the latter event, labor is applied under conditions 
of diminishing returns, a third case of value is distin- 
guished for separate treatment Following Malthus in his 
important innovation of giving the "empirical account" 
precedence, Mill begins with the assertion that the law of 



^/¥iTtcip£es, 6ih ed., vol. i, pp, 54^- The language is uncrttJcal. 
Absolute lintitation oi supply is not a case of difficulty of attainment, 
but a ease of value apart from questions of difficulty of attainmeaU 
Senior's analysis was superior^ 
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value of the first class of things — namely, those under an 
absolute limitation of supply — is merely the law of supply 
and demand, 

** There is another law for that much larger class of 
things which admit of indefinite multiplication/* ^ This is 
a law of entrepreneur's costs of production. While demand 
and supply rule alone in a certain field, and rule over the 
oscillations of value in all fields, in the case of reproduc- 
ible goods, 

" they themselves [t. e, demand and supply] obey a superior 
force, which makes value gravitate towards Cost of Produc- 
tion, * * * Demand and Supply always rush to an equili- 
brium, but the condition of stable equilibrium is when things 
exchange for each other according to their cost of production."' 

Cost is called now by Ricardo's words "natural value;" 
now by Malthus's, " necessary price." Cost of production 
is defined as follows, in the chapter which summarizes the 
theory of value: 

" Cost of production consists of several elements, some of 
which are constant and universal, others occasional. The 
universal elements of cost of production are the wages of the 
labour and the profits of the capital. The occasional elements 
are, taxes and any extra cost occasioned by a scarcity value 
of some of the requisites." 

With respect to rent. Mill follows Ricardo for the general 
rule^ instead of Malthus and Senior: 

" Rent is not an clement in the cost of production of the 
commodity which yields it; except in the case (rather conceiv- 
able than actually existing) in which it results from, and 
represents, a scarcity value. But when land capable of yield- 

*VoU i, p. 55^* 'Vol, i, p. s^r- 
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ing rent in agriciilture is applied to some other purpose, the 
rent which k would have yielded is an element in the cost of 
production of the commodity which it is employed to produce/*^ 

If Mill had followed the lead given in the last sentence to 
its logical end, the result ought to have been the inclusion 
of ground-rent as an element in entrepreneur's costs. But, 
in spite of these concessions, he thought of rent habitually 
as failing to enter into price, and thus failing to be a cause 
of disproportionality between labor-cost and value. 

2. The profit of capital is stated explicitly to be the re^ 
nnuneration of abstinence, but nothing is made to depend 
on this*^ Abstinence is not elevated into a position logic- 
ally coordinate with labor, nor are the two conceived of 
together as constituting subjective costs, as distinguished 
from entrepreneur's costs, consisting in profits and wages.' 
While the language of Mil! in diverse places shows that he 
was well enough aware of the difference Ijetween the two 
main forms of cost, so little was this essential distinction 
ever ready in his mind that he is able to say, without real- 
izing the offence, just as Ricardo does: " Besides the nat- 
ural and necessary elements in cost of production — labour 
and profits * * ," * When the time comes to develop the 
traditional philosophical account of value, abstinence is for- 
gotten. Labor alone comes to the front. The aberration, 
due to profits, of the value of products from the standard 
required by labor cost, is treated not in a ** philosophical'^ 
account like Senior's, which endeavors to include and ex- 
plain the case» but is regarded as an exception to the " phil- 
osophical " explanation, or as an error in it» 

*Voh i, p. 58?. 'VoM, p. 568. 

*The sociaJists* attacks upon abstinence as a cost are really directed 
against the ethical coordination of it with labor, 
*Vol. i, p, S74- 
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3. There is a place in his book where Mill wavers in the 
decision to inclmle profits in cost of prochiction. The prob- 
able explanation of his hesitancy is of considerable interest, 
for it suggests the internal weakness of the theory that 
cost ill any form is the essence of value. His doubt arises 
in connection with the familiar case of the relative values 
of a cask of wine and a piece of cloth, originally costing' 
the same amount of labor in their prodaction. The diffi- 
culty arises from the fact that the wine alone continues to 
increase in value through mere lapse of time : 

" The wine and the cloth were made by the same original 
outlay. Here then is a case in which the natural values, re- 
latively to one another, of two commodities, do not conform 
to their cost of production alone, but to their cost of produc- 
tion plus something else." 

In this sentence Mill excludes "profits" from cost* But 
he continues; "Unless, indeed, for the sake of generality 
in the expression, we include the profit which the wine 
mLTchant foregoes during the five years in the cost of pro- 
duction of the wine." * The word '* foreg:oc3 " (not itali- 
cized by Mill) is uncalled for. The wine m^chant does 
not get profits he foregoes elsewhere, but tlie profits he 
makes from the added value of the wine. They might be 
greater or less than the profits forgone elsewhere. The 
forces tending to make them equal to those elsewhere relin- 
quished are precisely the same in this case as in any other 
If they are greater, more five-year-old wine will be brought 
to the market and its price will fall, and if they are less the 
reverse wiH happen. What is the difference between this 
case and the case of an ordinary industrial product that 
Mill should falter so? Does capital (using the term in the 



'Vol. i, pp. 569-70* 
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sense defined by J, B. Clark), the fund of wealth em- 
ployed in production, play different roles in the two cases? 
Not in the least. Suppose a fund of capital is embodied in 
a certain quantity of raw material for a certain length of 
time until the same becomes final product* The final 
product, besides covering all other expenses^ affords a sum 
of value equal to the capital invested in materials plus the 
interest on it. The difficulty felt in the case of the wine 
%vas undoubtedly that no tools, machinery, or labor were 
employed upon it during the time of its improvejnent in 
value. The changes working within it effected its increase 
in value merely by augmenting its utility to users of wint 
The increase of value, secondly^ affords a "profit " or in- 
terest* This profit may strike the mind as a surplus over 
cost to the entrepreneur^ but the relation of this interest to 
the value of the final product is precisely the same as in 
any common case of manufacture. Interest as a cost can 
influence the value of the product only by influencing its 
supply* To discover the essential nature of value, we must 
lay bare the causes which determine what the value of a 
givtn supply is, indepaidently of its cost. Cost and value 
may, in certain cases^ tend to make mutual adjustments, 
but these are effected only by means of changes in supply. 
Value is not determined by cost per se, or, that is to say, 
cost is by no means of its essence. In the ordinary case, 
i( one capital is employed (or a longer time than another, 
the outwardly actix'C process of producticm is continued for 
A lottger time: If extra profit accrues through a time when 
labor works and wheels turn, it is easy to say that profits 
must ba ptid, and thefvfore the value of the product must 
b« of sudi wA s\Kh «i extent But in an instance where 
iK* \*^\\\ti incPQtses without the whirt of wheels and tbe 
Hon of toots^ the phennmoKxi naturally presents 
the mind in an unfaauliar aspect The wine 
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merchant remains passive, and it seems plain that in- 
stead of his expense dictating what the value of the wine 
shall be, the truth is, he takes what the causes inde- 
pendently determining^ the value of the wine give him. 
Beyond a doubt there is a relation of cost to value, bi:t 
there are instances where the ultimate philosophy that cost 
is the very essence of value apphes with such unsatisfac- 
tory results that any but the most doctrinaire classical 
economist must falter and hasten on. 

4. If *' profits " are a part of entrepreneur's cost of pro- 
duction, the question which confronted Ricardo must re- 
appear. Does not the variety of the proportions in which 
fixed and circulating capital are combined in production, 
free values from the regulation of labor cost? The con- 
sideration of this question in Mill's Principles is accom- 
panied by unpardonable blunders in terminology. Mill's 
mind seems here completely tradition-ridden. The havoc is 
wrought in the use of terms by adopting the view that be- 
sides labor cost influencing value^ wages also influence it* 
In the topical analysis (Table of Contents, voh 1, p, 15) 
the outline of the chapter on cost of production proceeds 
as follows: 



I 



" Principal element in cost of production, quantity of labour* 
Wages not an element in cost of production, except in so far 
as they vary from employment to employment," 

When cost is used in a sense which makes labor one of its 
elements, wages are not an element in so far as they vary 
from employment to employment, or in any other way. In 
the sense of cost in which wages are an element, the varia- 
tion of the latter from employment to employment is an 
irrelevant consideration. Again we find such an observa- 
tion as the following: " The relative wages of the labour 
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necessary for prcxlucing different commodities affect their 
value just a3 mtidi as the relative qiiintitics of labour/** 
In the chapter on Ricardo, we saw how this form of expres- 
sion origirtatcd. and deteriTiined what the comparatively 
simple truth is which it so awkwardly conveys, Wag^ 
cost, instead of affecting \'alues "as much as" labor cost^ 
does the whole of the affecting^; and labor cost affects values 
only as it affects wages cost. The end of it all is. Mill 
concUKles, with Ricardo (and without improvement upon 
Ricardo), that a variation of the general rate of wages 
alters the exchange relations of commodities produced with 
different combinations of ** fixed '* and *' circulating " cap- 
ital, independently of the comparative labor costs of the 
same. What is true of Ricardo*s statement is true of this. 
The proposition regarding the effect of a change of the 
general rate of wages (or of the rate of profits, for one 
must always accompany the other in the view of Ricardo 
and Mill) upon " relative values/' may be a true dynam- 
ical principle; but the qualification of the original labor- 
cost theory of value which is contained in this is statical 
Exchange values are statically out of proportion to conj- 
parative labor costs, without any reference to changes in 
rates of wages and profits.* The reason is that interest 
is an element in entrepreneur's costs as well as wages. Of 
the total of wages plus interest, in some cases interest may 
be 30 per cent, in other cases 60 per cent,, or virtually any 
other per cent- Values being in proportion to the total, 
cannot be in proportion to either element alone." 



*Vol, 1, p. 507. 

'Mill emphasises the fact ihit he is considering the catises of varra- 
tions in values- It remains true that both he and Ricardo should have 
coQsidercd tlie caused of statical aberration of values from the standard 
of labor cost. 

*It m^ be tueful to recall the esiplaaaboa Ricardo made of hJs post* 
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5. Up to the present pointy Mill has not taken a decided 
stand in favor of any qualification of the labor-cost theory 
which Ricardo had not also approved. In his treatment of 
skilled labor he admits of a further qualification. Ricardo 
handled the subject in a very unsatisfactory manner. While 
he gave the appearance of finding no difficulty for his law 
of value in skilled labor, he unconsciously evaded the real 
question at issue. Mill writes: 

'* When the wages of an emplq>Tncnt permanently exceed 
the average rate, the value of the thLng produced witl. in the 
same degree, exceed the standard deiemiined by mere quan- 
tity of labour. Thing^s, for example^ which arc made by skilled 
labour, exchange for the produce of a much greater quantity 
of unskilled labour; for no reason but because the labour is 
more highly paid," ' 

The plain implication of this passage is that skilled labor 
receives remuneration out of proportion to the quantity of 
labor rewarded. Therefore it is also implicit that quantity 
of disutility is what determines quantity of labor. Since 
labor cost operates upon exchange values only by way of 
wages cost, in so far as wages cease in fact to be an accurate 
index of real labor cost, a ne^v difficulty is created for the 
labor theory — one very important in principle. Mill him- 

tion with regard to this point, *' I have not said* because one commo* 
dity has so much labour bestowed upon it as will cost ^1000 atid another 
fto much as will cost £2000 that therefore one would be of the value oF 
;f icxHi and the other of the value of ^£"2000, but I have said that their 
value will be to each other as two to one. .... It is of no importance 
to the truth of this doctrine^ whether one of these commodities sells for 
£1100 and the other for £2200^ nr one for ^^1500 and the other for 
^3000/' {Gonncr ed, Ricardo' s PrtncipUs^ P» 3^-) The interest qual- 
ification signifies that the commodities may exchange at other ratios 
than two to one. 
' VoL i, p. 566. 
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self lays little emphasis upon this point. He regards the 
superior remuneration of skilled labor as due virtually to 
a failure of perfect competition. In presenting the subject 
in this light, he anticipates the important theory of non- 
competing groups later developed by Cairnes: 

" We have before remarked that the difficulty of passing 
from one class of employments to a class greatly superior, has 
hitherto caused the wages of all those classes of labourers, 
Vfho are separated from one another by any very marked 
barrier, to depend more than might be supposed upon the 
increase of the population of each class, considered separ- 
ately; and that the inequalities in the remuneration of labour 
are much greater than could exist if the competition of the 
labouring people generally could be brought practically to bear 
on each particular employment/' ^ 



It is hardly necessary or advisable to define perfection of 
competition in such broad terms as to make it require that 
the remuneration of skilled labor should be reduced to the 
standard of disutility of labor In any event, the tendency 
of remuneration to approach such a level is ineffective, 
and therefore negligible. Static principles may be condi- 
tioned upon assumptions contrary to fact, but the assump- 
tions are never to be made so violent that the law is not an 
effective force which must be apprehended before dynamic 
reality can be explained. Under perfect competition, prop- 
erly defined, skilled labor is still a thorn in the flesh of the 
old theor>' of value. 

6. It remains to summarize Mill's view of the relation 
of labor cost to exchange value, and to compare it with the 
views of RicardOj Malthus and Senior, In Mill's own lan- 
guage we find tlie following summary: If one thing ex- 

'Vol. i, pp. 566-7. 
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changes for more thaii another, the cause must be that " it 
requires for its production either a greater quantity 
of labor," or ( i ) "a kind of labour permanently paid at 
a higher rate/' or (2) " the capital which supports that 
labour must he advanced for a longer period," or, lastly, 
{3) ^* the production is attended with some circumstance 
which requires to be compensated by a permanently hig^her 
rate of profit/' " Of these elements, tlie quantity of labor 
required for the productton is the most important; the 
effect of the others is smaller^ though none of them is 
insignificant/' * 

The qualification which we have numbered one (i) i$ 
an addition to Ricardos list of qualifications. Number 
two {2) is Ricardo's own work; and of number three {3) 
he is aware, though he abstracts from it with his customary 
facility.' In the end, we may say that Mill placed more 
stress on qualifications of the labor theory than did Ricardo. 
Senior made both ground rent and the superior wages of 
skilled labor causes of qualification of the labor-cost theory. 
Mill took Senior's view of skilled labor, but took his stand 
with Ricardo on the general question of ground rent. 

*VoK i, p. 590- 

*See Ricardo, PHncipi^s^ p* 8j. " L«t us suppose that all commodi- 
ties wc at their natural price, and consfquenlly that the profits of «ipi- 
Ul in all employments are exactly at the same ratc^ or difTer only so 
much as^ in the estimation of the parties, is equivalent to any rcAl or 
fancied advantage which they possess or forego." 



CHAPTE2 X 



$ 1 HK yAhiai tcfjwjtnr of J. EL Cairns is iIjuu lSi' a. 
if^g0i}i^ ^pii mhs^ ^iA ^dnbobon,' Tbe pconts in Ids vcxk 
14^1;^''); 4ff«r '/ it^X^^M if/ 'par present pmposc xic Ins aaaih^ 
/// <//M //f i/r^xhM:iujn and his famcuis iudcksixkl die dxxxr 
of ii^/Ji ^fftup^iu^ ifT'AJps.' The i-icirs of Caimcs TcscniUe 
IJ*//^ '/f Yf^iu^ in many ways, and are ruffnlii i g hr de- 
MHMlivr //f the hiMPr-aM thecTiy, more so than he seemed 

'lh<7 r/rtuhtt<itm eKKential to the existence of vahie are 
Ifiwrn ti% utility, fliflktilty of attainment, and transferable- 
iit^4ti,* 'Hiiti iH Sctiior'ft statement with the inferior term, 
"fli(fMiilly of attainment" substituted for ''limitation in 
■*H|)ply." How llic Huhstitution could be made in the face 
III Swiioi'rt rraHoiiH aj^iinsi it, is one of the ever-recurring 
ilitillret in thr hintt^ry of the philosophy that in some way 
I'ottt la dm c^rirrncc of value. 'ITie theory of value is, accord- 
Im^ Io the* htvtt tiNu^ of the day, initiated by a discussion 
ol nnppiv (uul (Intiand. C!aimes posed as a critic of Mill's 

W\m/ /Mf//«^ /WimV///x 0f i\>i$Hcal Econcn^ Newly Expounded, 

* A \\\\\\\ |M«(nt \\\\^\\\ l)C Ukrn up were it not for the fact that Cairnes's 
MvAlnt^^i^t \\\ \\ U \\$X\\\y \<\\n\\y wi ci^nsideration. This is his rebuttal 
A^Attuf x\\f \\\t\\ \\t\\\\ A|>|>eartil utility theory of Jevons. Caimcs 
«f^»s* 1^^ \\^\'C' \\^\\ \ntuAtb no unJenttanding of the point Jevons was 
tHXUSVI t\^ \\^*^(^^ 
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conception of the law of supply and demand, but Professor 
Marshall has shown conclusively that Mill was correct in 
substance while Cairnes was not** Following Mill, Caimes 
next proceeds to cost of production as an influence funda- 
mental to that of supply and demand. " The supply of a 
commodity tends to adapt itself to the demand at the nor- 
ma] price,'* or at that price which just suffices to yield to 
the producers " the average and usual remuneration on 
such sacrifices as they undergo/' * These sacrifices are the 
elements which constitute cost of production. In the formal 
definition of cost, Cairnes makes it include "the ultimate 
dements — labour, abstinence, and risk." ^ But the coor- 
dinate position of risk is not maintained. For, in the dis- 
cussion of cost in detail, risk to laborers is held to be a 
factor in labor cost, and risk to capitalists a factor in ab- 
stinence cost- 



I 



** We find labour as an element of cost of production meas- 
urable by reference to three of its inddents, and to three of 
its incidents only — 1st. the duration of the exertion, or the 
quantity of labour* 2d. its severity^ or irksomene^s; and 3d. 
the risk attending it.'* * 

'See MarshalTs PtincipUs, 3rd ed., p. 172, note, And also the refer- 
ence there cited, Forfnighity Rrview, April, 1S76* 

*P, 41, Ca.trnes claims, with great justice, that his term *' normal 
value" or " norma! price'* is superior to the old terms " natural*' attd 
'* accessary" price (p, 46). 

*P. 88. It is a waste of terms to call the di^ratton and quantity of 
labor the same thing, and consefjueTitly to coTisidcr the quantity of labor 
co^t and quantity of labor different things. Smith and Ricardo merely 
touched on this matter, but the former says in a passage incorporated 
also by the latter in his text: " There may be more labour in an hour's 
hard work than in two hours early business;" or quantity of labor 11 
the product o( duration multiplied by disutility per miit of time; and 
this is the preferable usage. 
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** the sacrifice will be measured by the quantity of wealth ab- 
stained from, taken in connection with the risk incurred, and 
multiplied by the duration of the abstinence." ^ 

With this much said, Caimes drops risk from considera- 
tion. We may fallow his example in the present chapter, 
since the precise relation of risk or risk-taking to cost of 
production need not be decided in order to determine the 
import of Caimes*s work for the labor theory* 

2. In Caimes we find a repetition of the protest of 
Senior against the definition of cost from the point of vievf 
of the capitalist-entrepreneur. Thus Cairnes is *' compelled 
to dissent'' from the "radically unsound" doctrine of Mill, 
that wages and profits compose cost of prodtiction. 

*' Of all ideas within the rangt of economic speculation, the 

two most profoimdly opposed to each other are cost and the 
reward of cost. ♦ * * Cost and remuneration are economic 
antitheses of each other. ♦ * * Now in the analysis of 
cost of production which I have quoted [t. e. Mill's] these two 
opposites are identified." * 

Cost cannot be defined from " the partial and limited stand- 
point of the capitalist-employer/' ^ Caimes makes an ex- 
cellent and eloquent plea for his idea, but truly all that can 
be conceded to him is that the two kinds of cost must be 
scrupulously distinguished, and that propositions true only 
of disutility costs must not be affirmed of entrepreneur's 
costs, and vice versa.. As for the views of Mill, this econ- 
omist stated that wages and interest are rewards as well 

* P, 97, At»ttnrnc« is described fts a " negative " sacrifice accept for 

the ''<ima11 positive dement of risk/' 

»P. so, *P, sS. 
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as costs. The gross inconsistencies, however, of Mill's lan- 
guage in different parts of his book justify scathing criti- 
cism, 

3. Caimes docs not quit the subject of the measurement 
of the subjective cost without turning; his attention to an 
incidental problem not touched, I believe, by his predeces- 
sors. He slates that the effort required to produce a given 
result does not represent the same sacrifice for different 
persons, being one thing for the strong or experienced and 
another for the weak or untrained. Similarly a given sum 
of capital may stand for no appreciable self-denial on the 
part of the person contributing it, if he be rich, but for very 
rigid self*denial if he be \>oot or in moderate circumstances. 
How are such differences, Cairnes asks, to be dealt with in 
computing the cost of production? 

*' The sacrifices to he taken account of, and which govern 
exchange value, are, not those undorgone by A, B, or C, but 
the average sacrifices undergone by the class of lalxjurers or 
capitalists to which the producers of the commodity belong/* ^ 



In view^ of the fact that the word average as often serves 

■ to cover up tlie lack of an explanation as it serves to cx- 
~ plain, Caimes would have done well to l)e a little more 
1 explicit. As the present writer understands it, a few addi- 

■ tional words will place his idea beyond possible misconccp- 
tiofi. If we call the capitalists who can furnish a given sum 
of capital at a small sacrifice, and the laborers who can 
furnish a given amount of labor (in the sense of prodtic- 

H tive power) at a small sacrifice, strong producers, and call 
others who are situated in reverse circumstances from these, 
weak producers, CaTrnes*s proposition about " average sac- 
rifice " means that ** within a given field of competition" 
we niay expect the individually strong and individually weak 
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producers to be thoroug-hly and uniformly intermingled* 
With this meaning, the statement certainly commands 
assent. With this idea understood, we are able to speak 
of the labor of coal miners as being harder than that of 
dry-goods salesmen, without thought of the unusual cases 
where a very healthy miner suffers less fatigue and dis- 
comfort than an invalid salesman, 

4. Proceeding with labor and abstinence as cost of pro- 
duction, Cairnes describes the relation of cost to value in 
terms clearer than any before attained in the regular line 
of English '''Principles^ Wages and "prdits" are de- 
rived from the value of the protluct, and ** absorb the whole 
of that value/' 

" with the exception of the case where rent is also an element 
in the value of commodities — a case which, those acquainted 
with the economic tlieory of rent will perceive, does not affect 
the general argument.*' * 



These words make the sum total of Cairnes's discussicKi of 

rent, though he has written a large volume de^''Oted chiefly 
to value and distril}ution. Value is then ever^^where divided 
into wages and profits. If these wages and profits are in 
proportion to the sacrifices remunerated, value is in propor- 
tion to the sum of these sacrifices, or cost of production. 
The question, then, becomes definite. Are wages every*- 
where in proportion to the labor for which they are paid, 
and is interest an amount proportionate to the abstinence 
remunerated? Strange as it may scan, this simple ques* 
tion — the affirmative answer to which is necessary to estab- 
lish the r^ilation of exchange value by '* real " or subjec- 
tive cost of production — was never proposed by Mill or any 
of his classical predecessors* 
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5* To answer this question, it is first necessary to inquire 
how far effective competition is realized In actual industry 
(t. e., in English industry, and for purposes of present-day 
theory, English industry of Caimes^s time is a very proper 
system to consider) ; for wages and profits will be in pro- 
portion to the sacrifices undergone ** wherever, and only so 
far as competition prev^ails among producers," and laborers 
and capitalists have an ** effective choice" in selecting from 
the various occupations in the industrial field. First, 
Caimes gives a very clear explanation of the process by 
which the flow of capital and labor can be redistributed over 
the industrial field without the transfer of individual units 
already specialized.* This disposes of some exaggerated 
and erroneous ideas r^;arding the failure of competition; 
but the next step is taken by Cairnes himself, who points 
out an important limitation of competition not emphasized 
by previous writers* This limitation applies only to the 
competition of laborers; 

'* The competition of capital being as we have seen, effec- 
tive over the entire industry of each commercial country, it- 
follows that so much of the value of commodities as goes to 
remunerate the capitalist's sacrifice * + ♦ will correspond 
throughout the range of domestic industry with that portion 
of the cost which falls to the capitalist.' 



Not so in the case of labor : 

" What we find, in effect » is^ not a whole population com- 
peting indiscriminately for all occupations, but a scries of in- 
dustrial layers, superposed on one another, within each of 
which the various candidates for employment possess a real 
and effective power of selection, while tliose occupying the 
several strata are, for all purposes of eflfective competition. 



^Pp. 65-70, 



'P. 7^. 
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practically isolated from each other," * ^ * '* ^^ ^j^ 
thus compelkd to recognize the existence of non -competing 
industrial groups as a feature of our social econorny," •- 

6. It follows from this that the exchange relations of 
commodities produced by laborers in different industrial 
groups are '* not governed by the principle of cost of pro 
duction/' And the result is much complicated, because even 
a single commodity is "very frequently" the product of 
the labor of more than one industrial group.' The terms 
of exchange between two commodities will be " governed 
by more than one principle." 

" So far as the two commodities are the products of work- 
men in competition with each other, their values will be gov- 
erned by cost of production, but so far as they proceed from 
wt>rkmen not in mutual competition^ they will be governed by 
that other principle, yet to be ascertained, which governs nor- 
mal values in the absence of competition." ■ 

It " generally happens that the bulk of the value of each 
commotlity follows one law, * * * while a small remaining 
element is governed " by the other law.* This unsatisfac- 
tory idea is at times better expressed in another way, 
namely, the law of costs governs a good's value in exchange 
witli commodities produced by the same order of laborers, 
but not in exchange with commodities produced by differ- 
ent orders- 

*Pp, 72-3. Cairncs nrnkcs the same classiBcMion of the iftdustriat 
population into groups that MlU made* For criticism and a new ctassi- 
^cation see Giddings, "The Persistence of CompetitioTi,'* Potiiical 
ScUnct QitarUrly, voK ii, p. 6q ^/ s^qr, and J. B. Clark, **Thc Limiti 
of Competition," Otid.t P- 45 *"/ J^?* 

*P. 76. '* Very frequently *' ought really to be " nearly always." 
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" The true conception of the law of cost is thus, not of a 
law governing' universa!1y the values of any class of commo- 
dities, but that of one governing th^ values of certain commo- 
dities in certain exchanges/' ^ 

7, We come now to the second coordinate principle of 
value, existing in addition to the principle of cost of pro- 
duction, and held to divide Avith it the control of actual 
values. This is the so-called law of reciprocal demand. It 
is simply Mill's law of reciprocal demand as developed by 
him to explain international values, applied by Caimes to 
the *' strictly parallel case ** of inter-group values. Inter- 
national and inter-group values, or the relative prices of the 
products of different nations or of different groups, 

" do not vary at random irrespective of rule or measure, but 
exhibit precisely the same ten den cj^ to gravitate towards a 
central point as is manifested in those exchanges which arc 
governed by cost of production/' ■ 

These words surely attribute a very exact control of 
values to the '* principle of reciprocal demand." But after 
perusing a ver>' interesting piece of text (pp, 99-105), in 
which Cainies applies MilTs doctrine of inteniational value, 
point by point, to the problem of non-c<Miipeting groups, 
we come upon a very important difference between this prin- 
ciple and that of cost in respect to control of values, 

*' They each * * furnish a centre about which market 
values gravitate; but there is this difference between the two 
cases: The centre furnished by Cost of Production stands re- 
lated to the fluctuations of the individual commodity; that 
supplied by Reciprocal Demand to the average fluctuations of 
considerable aggregates of commodities. A reduction in the 



'P, 8o, 
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cost of producing a hat will lower its price, * * But an 
alteration in the reciprocal demand oi two trading nations 
(or of two non -competing groups) will act upon the price 

not of any commodity in particular but of every comnK>dity 
which enters into the trade, What such an alteration necessi- 
tates is a chang^e in the average terms on which the trade is 
carried on; but it decides nothing as t(^ the details by xvhich 
the required az^erage shaii be attained a}id fnaintained. 
* * * In the interchanges of non-cwnpeting domestic 
groups, what the reciprocal den^and of tlie groups detem^ncs 
is the average relative level of prices within each group; the 
distribution of price among the individual products being 
regulated by the cause which governs value within it» oameb, 
cost of production." ' 

It develops that the law of reciprocal demand fails com- 
pletely of being a principle coordinate with, and similar 
to, that of costs. Instead of ruling exchange values In the 
same way as cost of production, only in another field, it 
turns out that the force of reciprocal demand is incapable 
of determining the value of any single good. The principle 
of reciprocal demand fails signally of fulfilling Cairnes's 
promise of a principle other than that of cost, which will 
provide for a central point of gravitation of inter-group 
exchange ratios. The purport of the argument of Cairnes 
is no more than this: the law of reciprocal demand merely 
requires the general level of international exchange values 
to be such that in the long nin the exports of a nation just 
discharge its liabilities, or, in other words, that its exports 
and imports will be led to balance, except for the payment 
of interest on foreign debts, cost of carriage to foreign 
shifHOwners, etc, Caimes applies the law without chang^ 
ing line or point to interchange between non-competing 
groups, 

*Pp. 105-6. The italics are mine except for the word "averafifc/* 
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8, It is not necessary, in view of our present purpose, to 
alter further into the nature of the law of reciprocal de- 
mand. The question of importance to us is the effect on 
the labor*cost theory of value of the doctrine of non- 
competing pjToups. Caimes's famous doctrine merely adds 
onphasis to a point already made by Senior, namely, that 
the wages of skilled labor are out of proportion to the 
amount of labor cost remunerated. Tlioti gh Caimes re- 
jects the definition of cost as cntreprcaieur's cost, his whole 
argument signifies that subjective cost, or pain cost, can 
control market vaJue only by way of controlling the wages 
and interest elements which compose entrepreneur's cost 
As for the element of interest, Cairnes, like Senior, hold- 
ing interest to be paid for abstinence, places it upon an in- 
dependent basis of subjective cost, and makes it lexically 
coordinate with wages; and Cairnes would treat the diffi- 
culty of interest, or the difficulty of *' the different propor- 
tions of fixed and circulating capital," not as Ricardo did^ 
but precisely as Senior did.' As for the element of wages 
costf the doctrine of non-competing groups signifies that 
the comparative wages cost of different commcwJities may 
fail to represent their comparative labor costs, or specifi- 
cally, that they do so faiU when we compare the cost of 
commodities produced by different non-competing groups, 
Even if labor cost were the only kind of subjective cost that 
the entrepreneur has to remunerate, true labor cost would 
still fail to control exchange \^ues. because the compar- 
ative wage expenses of entrepreneurs are not in proportion 
to the true amount of labor remunerated in each case. 

'That xs to say, (or Senior and Cairnes, interest \% no longer an un- 
explained difficulty in the way of the cost philosophy ot value, but the 
conception of cost has been widened ^o as to include and explain the 
case of interest* Cairnes has no longer a labor-cost philosophy^ but a 
lubiective C03t phiJosopby of value. 
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In the view of Cairiies^ skill as such cannot be called an 
clement in cost of production. But skill may be. and gen* 
crally is, he continues, 

** an indication of that which is an element in cost — namely^ 
the sacrifice wh^ether in the form of labor or abstinence, under- 
gone in acquiring the skill. * * * The point to be at- 
tended to is that the addition made to the cost of production 
[i, e. by the employment of skilled labor] is in proportion 
* * * [only] to the sacrifice." ^ 

If competition were effective between groups of laborers, 
it would result that wages would be forced to correspond 
with the disutility of labor in all employments, skilled or 
unskilled (the disutility of acquiring the skill being weighed 
by the competitors along with the daily disutility of the 
occupation). In the absence of effective competition — 
namely, imder the actual conditions of non-competing 
groups — skilled labor generally receives a wage beyond that 
proportionate to the comparative disutility, past and pres- 
ent, incidental to it. 

Cairnes himself refused to regard bis innovations as 
causing any substantial damage to the older theories, for 
of his whole doctrine of uon*competing groups, he says : 

'* In effect the point in question is of little more than theo- 
retic importance. As a point of theory it is pro^^er to notice 
it, but the circumstance it deals with has little sensible effect 
on the facts of exchange/' ' 

9. In the opinion of Cairnes, then, there is a failure of 
the law of costs due to a failure of competition. Since 
Ricardo expressly postulated *' perfect competition** as a 
condition essential to his theory, it might scon as if the 
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difficulty of non-competing groups is one against which he 
has taken the necessary precautions. This, however, can 
hardly be the case. Ricardo's discussion of the subject 
of skilled labor is so indefinite that his tntentions, with re- 
spect to the meaning of the words " perfect competition " 
in this connection, are not obvious. But, in all probability, 
Ricardo could not have meant that the postulate of perfect 
competition provides against the wages of skilled labor be- 
uig in excess of those of common labor. For if he had 
meant this, he would not have written the section he gives 
us on skilled labor* In this he says, in effect, that the 
degree in which different kinds of skilled labor enjoy higher 
wages does not change greatly from time to time (this 
itself an error), and that nothing more need be said, since 
he is considering only the causes of change of " relative *' 
values (this is also incorrect). 

We will take it for granted, then, that by his assump- 
tion of free competition Ricardo did not intend to abstract 
from the difficulty of skilled labor. We certainly could 
not approve of such a procedure if he had adopted it; for 
there is so little tendency for actual ccnnpetition to remove 
the superior remuneration of skill, that this tendency should 
not be recognized among legitimate or effective static 
forces." 



* /Yinci^Us, chaptrr i, section iii. C/- chap, v, sec. tv of the present 
essay. 

*The validity of a theory is not proved if jcww tendency can be sbowD 
to be in keeping with it. The tendency mu&X be effective. When the 
torces that oppose a lendency arc relatively great, or the mere obstacles 
in its way relatively immovable^ the tendency cannot be assigned the 
rank of a force or be laid down as an economic law, not even a italic 
Uw. True, the difference between an effective and an inoperative ten- 
dency it only one of degree. This makes it difficult to decide upon the 
claims of a proposed law in the particular case, but this is a difficulty 
which cannot be avoided. The weaker the tendenciea taken cognizance 
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The conclusion is that Ricardo did not examine the prob- 
lem of skilled labor sufficiently, and that the work of Senior, 
and especially of Cairncs, shows that in this problem there 
resides a grave difficulty for the labor theory. Ndther 
Senior nor Caimes took occasion specifically to point this 
out themselves. To discover that such i% the effect of their 
writings becomes the task of the historian of theory, 
Though Cairnes refuses to give the name " cost " to entre- 
preneur's expenses, at bottom his teaching means that the 
labor cost " philosophy *' of value cannot be true, because 
it is in conflict with the more certain " empirical " laws 
of value. 
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of in a given static theory, the more idealistic or refined is that theory. 
And^ at least after a certain point is reached, the more refined the theory 
becomes, In this sensc^ the less its degree of validity. To illustrate this, 
we need but to refer to the present question of tikiJled labor. Through- 
out the classical econamics runs the idea that the superior remuneration 
of skill really rewards the extra disutility necessarily undergone in ac- 
quiring the skilU Now^ if the movement of men among occupations 
were calculated solely with reference to this disutility, and were free 
enough, the actual wage of skilled lahor could be said to be adjusted to 
the disutility of the occupation, including the past disutility of acquiring 
the skill. The extra part of the wage would be a sort of interest on 
disutility already expended, as suggested e^^pressly by Adam Smith and 
by Senior* But we need not pursue this idea into its minor compUcations* 
The point desired to be made is that the tendency for actual wages of 
skilled laborto adjust themselves to the disutility of the skilled labor is 90 
submerged (permit a questionable metaphor) beneath other forces, that 
it makes a theory over-refined to recognise it as a law. I believe it pos- 
sible to justify nearly all the older theories at value by making a static 
state to order for each writer^ that is^ by making one over- refined 
enough. Put In other words ^ so far as the older economists were not 
guilty of self-fnconsistcncies, their theories could be justified by grant- 
ing them sufficient assumptions. The latter is what we refuse to do. 
An example of a legitimate static law \s that wages tend to equal the 
specific value-product of labor, as contrasted with the theory thai wages 
tend to adjust themselves to the disutility of the task performed. 
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1. The history contained in the preceding ten chapters 
covers but a limited number of English writers. At the 
time of %vriting, a short list of economists was drawn up 
in advance, which enumerated the thinkers at that time 
generally regarded as the leaders in the development of 
the old English political economy. It was stated at the 
outset that the purpose was to review the opinions of 
these writers only. An endeavor was made to define 
this purpose as being to make an intensive rather than 
an extensive study of the history of EngHsh theory. By 
an extensive study we should mean the effort to discover 
writers who have made important contributions to the 
thought the history of which is being traced, but have 
been previously unrecognized or insufficiently accredited. 
Such examinations into the history of English economic 
literature will probably in the immediate future result in 
important alterations in what might be called our accepted 
lists of chief writers* It will be found that thinkers now 
supposed to have expressed the doctrines of their time 
with the greatest clearness and power were in some cases 
surpassed in these points by writers at present almost or 
quite forgotten. Or it will be found perhaps that new 
ideas — such for instance as the conception of marginal 
utility — really originated earher than at present supposed. 

A brief time elapsed between the writing of the tenth 
and the eleventh chapters of this essay. But in this per- 

3«5] 'a? 
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iod ttere has been piiblislietl a discussion of the work of 
some earlier British economists, which establishes beyond 
a doubt that the marginal utihty theory of value was 
conceived snd formulated in most excellent fashion by 
an English writer as early as 1S33, two decades before 
Gossen and a generation before Menger, Jevons and 
Walras. The English writer was W. F. Lloyd, Professor 
of Political Economy at Oxford. A full description of 
Lloyd's theory^ with citations showing the excellence of 
its statement, appeared in The Economic Journal^ over 
the signature of Professor Se^igman, of Columbia Uni* 
verstty.' Professor Selignian has called attention to still 
another writer of great consequence because of his con- 
tributions to the theory of value. This is Mountifort 
Longfietd who, as Professor Selignian states, in 1833 
gave an able exposition of what is now the modern doc* 
trine of marginal demand and marginal cost.* 

Avoiding the larger task involved in the extensive 
study of the history of the theory of value in England, the 
present monograph has endeavored to interpret the labor 
theory as it passed through the minds of some nine econ- 
omists beginning with Smith and ending with Cairnes. 
The history is that of a subjective-cost philosophy of 
value and the difficulties of its application to explain 
the facts of industry. According to this philosophy, or 
this ultimate explanation, utility is a condition essential 
to the existence of value, but cost or difficulty of attain- 
' ment is the essence of value. The idea was elucidated by 
a variety of figures of speech. Utility was conceived as 
a sort of rcsting-ground for value, but the height of value 



'"On Some Neglected British 'Economt^XA ^* ^ Ectmotnic JoumaltY* 

xiii, pp. 357-363. 
^Ibid., p. S37> 
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upon this ground, the value as an amount, was held to 
be determined by or measured by cost of production. 
Thus Ricardo wrote to J* B. Say : 

The utility of thmi3:B is inconte stably the foundation of 
their valus^ but the degree of their utility cannot be ihe 
meaB^jre of their value, . . . The difficulty of [a thing's] 
production is the sole meastire of its value.* 

Karl Marx was accustomed to speak of value as '*a 
congelation of human labor," and to speak of a useful 
object, or an object made useful in the process of pro- 
duction, as a sort of receptacle for value. 

In his involved ''philosophical" account of value, as 
we termed it, Adam Smith taught that the value, or 
"real worth," of a good is measured equally well by 
the amount of labor which it has cost to produce, or 
by the labor which it can command in exchange. When, 
however, Adam Smith turns his attention to the proxi- 
mate principles of value in the actual competitive market, 
we find him confessing that the theory which he first ' 
developed applies without modification only to a primi- 
tive state of society, without land rent and interest on 
capital. In this primitive state the amount of labor 
which a commodity costs determines the amount of labor 
which it can command in exchange. Under the con- 
ditions of advanced society, the rent of land and the 
** profits of stock" must come out of the exchange value 
of the product, and the labor cost of the latter, which is 
paid for by wages^ no longer determines its value." If 
we take advantage of modern terminology, and throw 

' S«« iinU, pp, 44-5, 

*Ada.m Smith nevcrthe)e^» retains the '* labor-command " measure of 
v»lu<r n applicable to the conditions of advanced society, for criticiBm of 
which £ee anU^ pp, 30 and 39- 
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Adam Smith's theory into our own words, we make its 
precise significance clearer. It means virtually that the 
exchange value of a good in the fully developed social 
economy is determined by its entrepreneur s or money 

*-cost of production, so far as it is determined by cost at 
alL Competition must be perfect to enable cost to de- 
termine actual values- Entrepreneur's cost is composed 
of expenditures for wages of the labor, rent of the land, 
and "profits*' of the capital necessary for production. 
The labor cost of producing the commodity determines 
only the amount of the wages cost to the entrepreneur, 
The other elements helping to make the total of entre- 
preneur's cost are not determined by the labor cost of 
producing the commodity* Thus the exchange value of 

'.a good is determined by its entrepreneur's cost* but this 
latter is not determined by labor cost, and consequently 
the exchange value of the good is not determined by 
labor cost. The existence of rent and interest destroys 
the regulation of exchange values by labor cost. It 
must be kept in mind that all this is very much more 
explicit than what Adam Smith said. It signifies that 
the labor-cost philosophy of value cannot be true — per- 
Jiaps Smith would say only that it is imperfect or not 
precisely true — because it is in conflict with a more cer- 
tain empirical law of value, namely, the law of entre- 
preneur's cost. 

Ricardo adopted the ]abor*cost philosophy of value 
virtually as a premise, and the most important parts of 
his reasoning on the subject are concerned with remov- 
mg or minimizing the empirical difficulties with this 
philosophy.' In the end he admitted that interest is an 

'Since the chapter on Ricardo herein contained was wnuetij it has 
been sUKf^ested to the writer that he is mistaken in attributing any 
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clement in that form of cost which exercises the most 
direct and compelling influence on exchange values. He 
made concessions* \vhich pursued to their logical out- 
come, signify that the existence of interest throws the 
exchange values of g^oods out of proportion to thtir pure 
labor costs of production. We have seen how he put 
this concession in a peculiar and misleading manner,' 
As for rent of land, Ricardo hastens to repudiate Adam 
Smith's admission that it also is a source of difficulty to 
the labor theory. He gets rid of rent by explaining that 

"philosophica! " account whatsciever to Ricardo, that in fact Ricardo's 
whok tr<;atTnent is purely empirical. Tht writer canrot concur in this 
judgment. It is admitted that Ricardo virtually takes this philosophy 
for granted, instead of endeavoring to establish it, but the almost appaj- 
ling confusion into which his cxpositioti of value falls wli^a the difhculty 
of interest is reached (see anU^ chap, v, §§5^) can be explained, $0 it 
i* believed ^ only according to Wieser's interpretation of Ricardo's work. 
This is« namely, that he is endeavoring to force the empirical principles,^ — 
or the *' facts " of entrepreneur's cost* to (it the labor philosophy, A 
thinker who confined hitnscU to a purely empirical analysis would never 
reach the labor-cost thesis with which Ricardo opens at once his chapter 
on value and his PrittcipUs of Political Economy. The thesis is o 
priori, that is^ as contrasted with the theory of entrepreneur's cost* If 
Ricardo were working with merely an empirical account of value, and 
were not embarrassed by an uncertain philosophy of vahie, how would 
he ever come to speak of the cost of production* which determines value, 
as consisting of "labor and profits!*' He should say "wages and 
profits*" Again, how would he be led to commence his chapter on 
" Natural and Market Price," by the assertion that the market price of 
a commodity can deviate temporarily from its "natural price, or the 
quantity of labor which it has cost!'' No empirical theory would lead 
to the statement that the normal price toward which competition forces 
actual prices is a quantity of labor. This natural price is Adam Smith's 
*■ philosophical** natural price or "first price/' namely, labor* 

^ He stated it in the form of an admission that, besides changes in 
labor cost, there can he a second cause of variations of the exchange 
ratios between commodities, namely a rise or fall of the gcnerairraie of 
interest. He first stated the second cause to be a fait or rise of the 
general rate of wages, but in his view this is equivalent to a rise or Fall 
of *' profits,'* i. e,, interest. See anU^ chap, v, §5 7and S, 1 
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the exchangee values of commodities are regulated by the 
quantity of labor required for production ou the least 
fertile land in use^ or the quantity required to produce 
the most expensive portions of the supplies. In modern 
(phraseology, he urged that it is not the actual labor cost 
lof a good but its marginal labor cost, which regulates 
fits value. Ricardo himself used that fatally ambiguous 
formula, "rent does not enter into price/' Having re- 
moved rent by making the value determining cost mar- 
ginalt and having minimized the difficulty of interest, 
Ricardo proceeded as if the labor theory were, for the 
sake of argument, intact. 

The chief purport of the work of Malthus was, first, 
to deny Ricardo's right to disregard the interest diffi- 
culty and, second, to reaffirm Adam Smith's opinion that 
land rent also throws values out of relation to labor 
costs. Turning now to Senior, who was the next writer 
to suggest a worthy and new idea, we find that in I he 
view of this economist the existence of land rent and in- 
terest as elements in entrepreneur's cost is fatal to the 
Uabor theory. But Senior explained interest as the re- 
ward for abstinence, just as wages are the reward for 
labor. In his view labor and abstinence are independent^ 
lO'Ordinate elements in subjective cost/ However, the 
more important idea that can be extracted from Senior's 
reasonings is that wages as actually paid are not in pro- 
portion to the quantities of labor engaged in different 
employments. For in his view all skilled labor gains a 
[wage which really includes a rent to *' scarce natural 
'talents/' * 

^ Senior— ihe aUacka at M^x upon liim notwithsUnding—was far 
from assigning to these two elenicnts equal ethical imporUtice, 

'Senior*s rent to skill is an entirely different form of surplus from 
that due to the excess oi utility produced above disutility Incurred in the 
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Summing up the results of Senior^s argument for our- 
selves (since he himself did not make the present appli- 
cations of his doctrines), the labor theory requires that 
the entrepreneur's costs of commodities should be in 
proportion to their labor costs, but entrepreneur's costs 
are out of proportion to labor costs, not only because 
they include rent of land and interest on capital, but be- 
cause the very payments of wages themselves may be out 
of proportion to the comparative amounts of tabor em- 
ployed and remunerated. When we say that entrepre- 
neur's costs are out of proportion to labor costs, we do 
not mean that they are in excess of wages cost, though 
they are this, but that for commodity A to cost the same 
quantity of labor as commodity B, is not a sign that the 
two commodities have the same entrepreneur's costs. 

In other words, relative entrepreneur's costs are not de 

termined by relative labor costs, 

John Stuart Mill took Ricardo*s view of land rent and r* 
of interest, but took Senior's view that skilled labor oc- ' 
casions the entrepreneur an expense out of proportion j ^^ 
to the quantity of ArAi^r remunerated. That is to say, he 

'* earlier " parts of the working day of aU labor. So long as the length 
of the working day ia left to the worker himself, he wHl stop when the 
terminal utility and disutility are equivalent. All previous parts of the 
day produce a surplus of utility, Tbjj is the surplus which occupies an 
important place in Jk B« Clark's theory of value. Compare Marshall's 
"producer's" and "consumer's rents/' Senior's **rent to scarce 
natural talents '* is explicable only on the supposition that the^disutility 
endured and the return of utility enjoyed by a skilled laborer can be 
compared with the same tiuantities for an unskilled laborer. Senior 
means merely that skilled laborers obtain higher returns at lower sacri- 
fices as compared with unskilled. A certain part of the return enjoyed 
by the skilled laborer is equivalent to that enjoyed by the common 
worker^ the part \u excess of this is the rent. Senior considers it analo- 
gous to the rent which goes to lands of superior fertility. Further con- 
sideration wilt be (riven in a later section to the relation of skill to tht 
labor theory of value. 
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^ held that the higher wages of skill do not represent a 
hig^her labor cost_ This opinion he adopted without at 
the same time taking up Senior's particular use of the 
term, **rent to talents/' As we concluded at the end of 
Chapter IX, it may be said that Mill followed Ricardo 
more closely than any other of his predecessors on the 
question of the relation of labor to value. Turning^ to 
Cairnes we note that this writer gave one sentence in his 
book to the doctrine of land rent, and in this he acqui- 
esced in the judgment of Ricardo and J. S. MilL But 
Cairnes adopted a position with reference to interest 
identical with that assumed by Senior, and his theory of 
^ "non-competing groups" merely emphasizes the claim 
that the amount of wages paid in different employments 
is not a test of the quantities of labor employed. 

Taking the whole period covered in this history, we 
see that a goodly number of points of criticism were 
raised against the pure labor-cost theory- The reader 
may have noted that all these points were implicit in the 
work of Senior, and in his alone. Does the entrepre- 
neur's payment of land renti of interest on capital, and 
his payment of a superior wage to skilled labor (a wage 
out of proportion to the disutility of skilled labor), make 
impossible the theory that labor cost regulates value? 
Is it not possible that labor cost may be conceived in 
some way, perhaps as ** marginal cost/' or *' social mar- 
ginal disutility/' such that the exchange values of the 
products of industry can be shown to depend upon the 
[labor cost of these products? In the following pages 
[the vvriter will try to give an answer to this question, so 
Ifar as it lies in his power. It wit) be indispensable to 
bear with a considerable number of preliminaries. The 
ultimate relation of cost (in any or all of its forms) to 
value, cannot be discussed with any success, unless the 
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parties to the discussion have reached some understaarl- 

ing as to the relation of utility to value and as to the 
meaning of other proposed laws of value than cost laws*- 
Merely a moderate acquaintance with the contemporary 
Hterature of economic theory gives complete assurance 
that the necessary understanding just mentioned cannot 
be presumed to exist, but must be estabhshed as care* 
fully as possible, 

2. Historically, there have been two distinct concep- 
tions of cost — at least in English political economy — 
namely, (i) labor cost^ and (2) entrepreneur's cost. 
Logically, there are two elementary forms of cost, (l) 
pain cost, and (2} potentiality cost. The first consists 
in the human discomforts or undesirable feelings inci- 
dental to the production of wealth, whether the disutility 
of labor, or that of ''abstinence '' or *" waiting.** This is 
also frequently called "true," "real/* or "subjective*" 
cost* The terras "true" and **real'* are hardly com- 
mendable, for the other elementary form of cost is quite 
as real as this. The word "subjective'' is genuinely dis- 
tinctive^ but probably less so than the generic term 
-'pain,'* 

The second elementary form of cost is that emphasized 
chiefly by the Austrian writers. In the making or 
acquisition of economic products, certain scarce agents 
are either destroyed* or else for the time lieing employed 
in a way that excludes their employment in the produc- 
tion of other goods. We may say that the production 
of any given good involves the destruction of certain 
productive agents, or, permitting a convenient liberty of 
expression, of the uses of agents from which other goods 
might have been produced. Thus with the emergence 
of one good the possibility of some other good is ex- 
cluded. Professors von Wieser and Bohm-Bawerk, who 
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have written the best explanations of the relation of this 
form of cost to value, have suggested no distinctive 
name for it. The reason appears to be that they con- 
sider this as the only form of cost which requires especial 
explanation, since, as they hold, it is the only kind of 
cost which can be correlated with value. In an article 
in the Quarterly Journal of Economics,^ Professor D. S. 
Green has suggested the term *' opportunity cost *' for 
the Austrian conception. Professor H» J* Davenport, 
having in mind the same conception, refers to it as 
"sacrifice cost.'** Professor Heinrich Dietzel speaks of 
the same cost as '"^ Nutzeneinbnsie''^ This concept has 
also in various places been designated "social cost.'^ 
Though this cost is social in a certain comparatively 
irrelevant sense in which the other kind of cost is not 
social, the term *' social cost" is not a good one because 
it lacks distinctiveness. There is nothing intrinsically 
social about potentiality cost, nor would the other 
elementary form of cost, that is, pain cost, be best 
designated ^'individual cost/' Both forms would appear 
in an isolated individual economy, for instance in our 
fictitious but highly useful Crusoe economy. " Sacrifice 
cost'* is ambiguous, because the word ** sacrifice" is 
used as often as not, though perhaps improperly, to 
signify the discomfort or pain endured in production. 
A term is needed to distinguish a form of cost from pain 
cost. "Potentiality" cost appeals to the writer as being 
a term somewhat better than " opportunity " cost. When 
certain common production goods, capable of being 
turned to the making of more than one kind of thing, 

'January. 1804, p. 218. 

'In tht Joumai 0/ Political Econort^^ vol, ii^ p. 561, 

* TTicoretische Socialokonomik ^ iSgSt vol. i, p, 205- 
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are used up to make a given thing, their potentiality to 
make an alternative thing is destroyed. The potentiahty 
cost of a commodity is measured by the highest other 
value that might have been obtained if this commodity 
had not been produced from the productive agents enter- 
ing into it. 

If it be correct that pain cost and potentiality cost are r 
the two elementary kinds of cost^ what is the relation of 
the two historical forms of cost, labor and entreprenetir*s 
cost, to these? Just as the word labor stands for two 
distinct things, toil and productive power, so may "labor 
cost" mean either pain cost or potentiality cost. If the 
term labor cost is used without a qualifying adjective or 
explanatory phrase, it would naturally call up in most 
minds the conception of pain cost. But labor force is 
the most disposable of all productive agencies, and when 
the productive power of labor (what the entrepreneur 
buys) is used up in the production of a given commodity^ 
we have a perfect example of potentiality cost. As wc 
have seen, Adam Smith used labor at different times, 
both in the sense of toil or disutility and in the sense of 
productive power or potential commodity. Ricardo, to 
the best of the writer's knowledge, said nothing to indi- 
cate definitively which of these concepts he designated 
by the term labor. In the writer's judgment the pre- 
sumption is that by the labor cost which regulates the 
exchange value of commodities, Ricardo meant what we 
call pain cost* At one place, Ricardo said "difficulty of 
attainment '* is the true measure of value. It seems 
almost assured that this must mean " pain cost/* When 
cost is conceived as the ultimate essence of value, the 
cost will almost certainly be pain cost or *'real cost/' 
It is interesting to note that Professor Dietzel, in argu- 
ing that the Ricardian labor theory of value is perfectly 
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reconcilable with all that holds good in the utility 
theory, states that labor cost must be conceived solely 
as *^ NHtseneindusse^** i. c, utility-sacrifice^ or potentiality 
cost. When the labor theory is (onnded upon the con- 
ception of labor as toil ("Unlust ''), he considers it to be 
" built upon sand," ' 

We see that it is possible to mean either pain or 
potentiality cost by the words "labor cost/* Labor as 
**pain" and labor as productive power are not the same 
thing but the first is incident to the second. It remains 
to consider the relation of entrepreneur's expense to the 
two elementary forms of cost. Torrens desired to ex- 
clude the money outlays of the entrepreneur in interest 
charges from the money cost of production of a good. 
That is, he maintained that what he called '* profits/' the 
chief constituent of which was interest, is no part of cost 
of production. This view was never adopted by any 
subsequent economist of weight. The very simple rea- 
sons why it is indefensible were mentioned in the chapter 
on Torrens. Conceding then that interest is a part of 
entrepreneur's cost, the relation of the latter to '^pain 
cost" can be stated in a few words. The total "pain 
cost'* of any article, which is produced by entrepreneurs, 
finds its remuneration in those payments which go to 
make up cosi from the viewpoint of the entrepreneur. 
The point to be held fast, a point already emphasized, is 
that the subjective costs of goods so produced can in- 
fluence their exchange values only by way of influencing 
their entrepreneur's costs. 

The relation of entrepreneur's expense to potentiality 



^ Theoreiische Sccialokonamik. 1895, vo!, i, p. 23J, 
that Smith conceived of labor solely as ** Unlust^* 
eltarly misuken. See artte^ chapter iv^ 



Dietzc) supposes 
but in this he i» 



397] 



RELATION OF COST TO VALUE 



'39 



I 



cost is less simple and familiar than the foregoing. It 
will best be taken up in a subsequent section after we 
have endeavored to state the gist of the utility theory of 
value. We may conclude the present discussion of cost 
concepts by noting that there are several ways of reckon- 
ing or analyzing entrepreneur's cost, (jj^ Adam Smith's 
method, adopTed by Malthus, is set forth in the follow- 
ing definite words written by the latter: *'The cost of 
producing any commodity is made up of all the wages, 
all the profits, and all the rent which * * ♦ * are neces- 
sary to bring that particular commodity to market in the 
quantity required.*** (2) Perhaps the most approved 
modern method of analyzing the elements in entre- 
preneur's cost is merely into wages and interest. In 
this case rent paid for the use of land is treated in the 
same way as rent paid for buildings or for machinery or 
power, (3) The most direct treatment of entrepreneur's 
cost defines'^it shortly as including the prices of all the 
productive agencies used up in the making of the pro- 
duct, or as the value of raw material, machinery, and 
labor power ** entering into'* the product. It is always 
necessary to explain immediately that some production 
goods are in no sense consumed in the making of the 
product. Such are the land and buildings. Some pro- 
duction goods are consumed only in very small part in 
the making of a single product. The total money cost 
of a product is according to one system divided into 
*' prime cost'' and *' establishment cost." The former 
includes the prices of all those elements which are en- 
tirely used up in making the product. The latter in- 
cludes the product's due share of the money cost of the 
rest of the establishment, worn to a certain extent or 



■ See anif^ p. 86. 
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occupied for a time in its making. 

formulae arc in use to aid in the difficult problem of 
imputing to the product its due share in the various 
general charges. A second necessary explanation con- 
nected with the third form of calculating entrepreneur's 
cost is that^ since the prices of the production goods 
have to he paid before the product is finished, each price 
must be increased by interest for the time of its advance, 
to give the complete cost of the product. In order to 
state the relation of entrepreneur's expense to potential- 
ity costt it is not necessary to discuss in full the mutual 
relations of the various modes of calculating entrepre- 
neur's cost. Such a discussion would, it seems to the 
writer, involve us in the theory of interest and indeed 
in the entire theory of distribution. Fortunately it is 
sufRcieftt for our present ends to point out that all forms 
of analyzing entrepreneur's cost must be based upon the 
third, or, as we might call it, the practical method. If 
it is desired to reduce the cost of a product to wages 
and interest, the practical cost of the article as defined 
above will have to be ascertained as a starting-point. 
We will be content in a later section to trace the con- 
nection between potentiality cost and the practical form 
of entrepreneur's cost. 

3, It is impossible to give the term value any one 
meaning. The word is so ambiguous that Jevons advo- 
cated its abandonment. The central thought of the value 
concept seems to be capacity to excite desire^ but there 
are two grand kinds of economic value which are best 
designated, (1) exchange value and (2) esteem value.' 

* For an excellent discussion of the term " esteem valut * see Walsh, 
Th^ Measurement of General Exchange Valuta pp, 1-6. The writer i* 
greatly indebted to Walsh's discussion of the value concept. The iwo 
kinds of value here diating-ui&hed are the same as tho^e designated ob- 
jective exchange value and subjective value by the Austrian writers. 
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The exchange value of an article has often been defined 
as a ratio — or specifically, as the ratio in which the unit 
of measure of the article exchanges for a multiple, or 
fraction, of the unit of measure of any other determinate 
thing' — and again as the quantity of that other thing for 
which it exchanges. But both of these conceptions are 
involved in metaphysical difficulties which make them 
impossible to employ in actual reasoning, and all writers 
are accustomed to make assertions about exchange value 
which are not in the least true of these, their purely 
formal, definitions, Walsh has shown most clearly that 
the only conception of exchange value free from difficulty 
is that of power in exchange. Exchange value is the 
power in a thing by means of which its owner is enabled 
to command other things possessing a similar power,* 
This powder is measured objectively by the physical quan- 
tity of some other thing selected (or the purpose, but the 
value is not that quantity, though speaking clliptically we 
may say the value of a coat is twenty bushels of wheat or 
twenty dollars. The exchanging power in our daily 
thought is always and properly referred to the thing and 
not to the man or owner. When the thing is gone the 
power is gone. The purchasing power of a twenty- 
dollar piece does not reside in the holder.^ It goes with* 

*A5, lor instance, by Pantaleoni, Fur€ Econcmics^ p, 123. 

'This definition by itself does not of course make clear the uttiinate 
source of ihii pow^r. For proximate and practical purposes the weight 
ol a poutid nugget of goM might well be defined as its power to counter- 
balance in the scales a certain piece of metal, ihe standard troy pound. 
This definition contains no hint of the common source of the counter- 
balancing power of both weights. In the same way the above-giwn 
definition of exchange value ignores a certain coinmon sotircc of all ex- 
change values. 

' Fur a discussion ot certain avoidable objections that have been made 
to tbc concept of purchasing powerj sec Walsh, op. cii.t ppr 7 and 8. 
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out saying that this power can exist in an article only 
when there is another thing for which it can be ex- 
changed and when there are men to effect the exchang- 
ing. It is not implied that articles of commerce have 
the power to exchange themselves in market places with- 
out human intervention. But the purchasing power re- 
sides in the article; it is always referred to the article in 
our thought, and it leads to nonsensical results to run 
counter to our commonest and most practical forms of 
thought and endeavor to locate it elsewhere. 

The end of the theory of value is to explain the causes 
which govern exchange values* or practically, market 
prices. Other conceptions of value than exchange value 
derive their just importance in political economy only 
from the aid they may render in this explanation. This 
defines the place of the conception of esteem value. A 
finished explanation of exchange values is impossible 
without a theory of esteem values, just as an ultimate 
explanation of the counterbalancing powers of different 
objects in the scales is vain without the general law of 
gravitation. The power of an apple to counterbalance 
two eggs might have been thought of as a matter purely 
relative between apples and eggs» before the general con- 
ception was framed of the common attraction exerted by 
the earth upon both apples and eggs. Exchange values 
were once stated to be ** purely relative." The objection- 
able point in the statement lies in the adverb '* purely/' 
For exchange values are derived from esteem values very 
much as weights, or powers to counterbalance, are de- 
rived from the earth's attraction. That is, these two 
derivations are generally similar. Here as elsewhere 
analogies can be pressed too far. The derivation of the 
exchange values of different goods in the social market 
from the esteem values put upon these goods by the 



40I] 



RELATION OF COST TO VALUE 



143 



consumers, or purchasers in the society, is a process in- 
definitely more diflficult to explain than the relative 
weights of ponderables.' Given the gravity of separate 
objects it is but a step to explain their relative weights, 
but given the esteem values of different economic com- 
modities it is a long road to follow the process through 
which these determine the exchange values of the same 
commodities. If esteem value be the gravity behind ex- 
change value, the case is rendered complex in that each 
good possesses a separate esteem value for every differ- 
ent consumer whereas there is but one earth to attract 
each object whose relative weight we desire to explain. 

In the judgment of the writer, the best definition of 
esteem value is *' the significance {Bedeutung) which con- 
crete goods attain in our estimation when we realize that 
we are dependent upon them for the satisfaction of some 
want/' This is a loose translation of the definition 
formulated by Carl Menger in 1871,' The individual 
good attains value not simply when it is capable of af- 
fording us satisfaction, but when it conditions the satis- 
faction. Goods existing in superfluity give satisfactions 
but do not condition them, hence any unit of such goods 
possesses no value. The removal or destruction of a 
unit occasions the loss of no satisfaction. Menger*s 



^ It takes (ittle dtscerntnent to see that this statement is not equivalent 
to raying that the formulation of a theory of value is a greater accom- 
plishment than was the formulatiijn of the law of gravitation. The 
writer does not plead ^ilty to implying that. 

*Sce Grundidtze der VolksitHrfhschaftslrhre , Wien, 1871 » p, 78. 
" Der Werth i$t die Bedeutung, welche concrete Giiter oder Guterquan- 
titaten fur uns dadurch erlangen, dass wtr iti der Befriedigung unscrer 
Bcdurfni&se von der Verfugung uber dieselben abbangig zu sein unv 
bewussl sind," Menger gives this as a definition of value simply, bitt 
it iscE course a definition of that partictiJar kind of vabe which we,havc 
Agreed to call "esteem value." 



144 



LABOR THEORY OF VALUE 



[402 



definition was a triumph of theory in stating the relation 
of value to human satisfaction and to utility. 

The law of marginal utility is but a corollary of the 
principle involved in this definition. The utility of a 
good is its power to afford satisfaction/ When goods 
occur in stocks of like units the phenomenon of *' mar- 
ginal'* utility emerges. As the stock of such goods to 
be used by a consumer within a given time is increased, 
the satisfaction afforded by each succesi>ive unit declines,' 
The actual utility of each successive increment is lower 
than the actual utility of the preceding increment. The 
actual utility of the last or marginal increment is the 
*' marginal** utility of any of the increments. The rea- 
son why the value of any such increment is determined 
at the height of its ''marginal'* utility is only because 
any one increment conditions merely the satisfaction 
afforded by the last or marginal increment* Remove or 
destroy any increment and rationally only the satisfaction 
of the marginal increment will be given up. In effect 
any increment is the marginal one. Thus the law of 
marginal utility is not the fundamental law of value 

'Of course this powtr in the good exists only in r«1fttion to ftoni« 
human being. It is perfectly true that the good would have nc such 
power if there were no man to u£e it, and that its power may chan^ as 
the condition of the man using it i£ changed, and that its power uver 
one man is different from its power over another. For these reasons, 
utility has often been declared to be subjective, as if it resided in the 
mind of the man. Whether it is subjective or objective depends pre- 
cisely upon what one means by these terras. Practically we may say 
that our habitual thought correctly refers the utility to the good and 
conceives it as an attribute belonging to the good in virtue oi its com* 
mon physical properties^ The utility of the good docs not exist in the 
mind except in the sense in which all things exist in the mind* We 
should at least say that utility has objective rckrcnce. The satisfaction 
belongs to the mind, the utility to the gcxx)* The utility is a son of 
objective counterpart or projection of the satisfaction. 

"*'Gossen'sUw," 



403] 



RELATION OF COST TO VALUE 



H5 



Menger's definition contains this fundamental law and 
gives a universal principle of value. The theorem that 
value depends upon marginal utility is merely a deduc- 
tion from this fundamental principle, and is of limited 
scope, since it applies only where there are goods in 
stocks/ 

An absolutely essential point to be kept in mind is 
that the value of an object is not derived from the sacri- 
fice made to obtain it. On the contrary we make the 
sacrifice because the object has this value. The value ts 
first, the sacrifice second. The only means of estimating 
how much sacrifice or discomfort we can aftord to un- 
dergo to obtain an object is by judging its value to us 
previously to and independently of the sacrifice* If the 
labor cost, say, determined the value, we could expend 
labor cost regardlessly in producing any objects whatso- 
ever. But this is just what we cannot do* We must 
have a care when we expend labor. A care for what ? 
For the value of the result* The value of the object is 
derived from the satisfaction which it can afford, but it 
is attributed to the object only when it is the indispen^ 
sable condition of that satisfaction. 

When a particular object conditions some satisfaction 
of ours, it possesses a superior power over our welfare 
to that possessed by a good which, while it afifords us 
satisfaction, does not condition it. It would be a waste 
of energy to spend it in producing or conserving the 
thing of inferior power. The ultimate reason why our 



*That iSp it applies only where goods are held in stocks by individual 
consumers. Thus the '* esteem" value of a piano commonly has noth- 
ing to do with '^marginal" utility. Only if consumers were to own 
pianos in stocks — to use several at once^would there be grounci* for 
fpeaking of the marginal utility of a piano. For further consideration 
of ihis point see the next section^ 
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minds instinctively assign a superior importance to the 
things of higher power over our welfare is that such 
instincts contribute to our titness in the struggle for 
cxisteace. The things of lower rank possess merely 
utility. The things of higher rank possess a superior 
power which we recognize and distinguish as value. 
Lack of this distinction would lead to a waste of energy 
in the modifications which we effect in our environment,' 
4, Let us consider now the essential features of the 
utility theory of value. According to this doctrine the 
sole source of value is human satisfaction. The thought 
is weH conveyed, though the expression may be somewhat 
loose, by saying that the only inherently valuable thing is 
satisfaction, and that the value of satisfaction is passed 
out to, or attributed to^ any external object upon which the 
satisfaction is dei)endent. Human satisfactions are quan* 
titles, for they are capable of being more or less. But 
they are inexact and wavering quantities. Similarly, the 
esteem values of goods, derived from the satisfactions con- 
ditioned by these goods, are quantitative, but are incapable 
of exact or constant numerical expression. The exchange 
values of goods are exact and relatively constant quantities. 
Nevertheless* exchange values are assuredly founded upon 
esteem values. The description of the process by which 
these wavering and more or less uncertain esteem values 
determine the exact and definite exchange values of goods, 
is perhaps the most difficult part of the utility theory* But 

'Professor v, Wteser explains that the reason why we attribute a 

superior importance to a good that has marginal utility as compared 
with a good that i^ supera^bundant, is because we have a '* natural in- 
difference'* toward goods in general, which can only be overcotre 
when the good is so scarce that its absence would decrease our satisfac* 
tions. Natural Valuer p» 29- This would seem to be explainiiig the 
thing by iiaelf. The ultimate origin of this "natural indifference" is 
what calls for explanation. 
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without this part— H^ommonly called the "theory of price '* 
— the utility doctrine remains a mere torso, 

Bohm-Bawerk's theory of price is the only attempt that 
has been made to complete the utility theory in this direc- 
tion, which is at once well known and authoritative* 
Though the fundamental lines of this explanation are cor- 
rect, it is in externals at least defective in two noteworthy 
respects. In the first place, one of its principal assump- 
tions is untrue to tlic typical conditions of exdiange under 
the division of labor. This assumption consists in sup- 
posing that sellers' subjective valuations are effective fac- 
tors in determining price in the market of an organic 
society. In Bohm-Bawerk's theory, the reader wiH recall, 
the miniature but supposedly typical market is assumed to 
consist of a number of sellers owning horses and a number 
of buyers desiring them. The first step in the argument 
is to assign a money expression to the esteem or " subjec- 
tive " value of a horse to each buyer and each seller. Then 
if these money expressions, or " price equivalents/* are 
higher for some one buyer than for some one seller an 
exchange of money for a horse is possible between the 
two. If buyer B values a horse at $45 and seller S at 
$40, B can afford to part with, and S can afford to take 
for a horse any sum of monej' o\^er $40 and under $45, 
By considering all the price equivalents of sellers on one 
side and of buyers on the other side, Bohm-Bawerk shows 
us that for e\'ery given combination of such figures in a 
market there is a certain definite number of sales possible, 
and these sales must take place at a price fixed between 
the price equi\^lents of the last buyer and the last seller. 
In other words, the market price will be fixed between the 
looney valuations set upon a horse by the " marginal pair." 



1 Positive Theory of Capitatt book iv, especially chap. iv. 
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The r^on so delimited by tlie marginal pairs becomes 
narrower as the number of buyers and sellers entering the ^ 
market increases. Thus, in a lai]ge marttet the price is^| 
virtually determined to a point. Tlie difficulty with this™ 
theory is that under the division of labor, sellers make 
products for the market, in view of the market price, and 
make them in numbers and keep tliem in stocks far ia, 
excess of their own needs. Under the division of tabor, 
the lowest price at which a seller will part with a commod- 
ity is not set by the marginal utility or subjective value 
of the commodity to him. A theory of price applicable to 
the modern market must not employ the subjective valua- 
tions of sellers as a factor in price determination. 

In the second place, Bohm*Bawerk*s theory of price is 
misleading, since it obscures the fact that the Austrian 
theory of value always assumes the supply of the g^ootls 
whose value it is to explain. The Austrian writers them- 
selves teach us that the value of a good depends upon the 
supply of it, Tlie theory of marginal utility explains very 
well why an increase of supply lowers value or a decrease 
raises value. But if there should be any cause which limits 
or regulates the supply of goods with reference to their 
value, by some kind of an adJMStment to value, this cause 
would be both a cause and a regulator (or at least a part 
regulator) of value. Cost of production in some ultimate 
form is by many writers supposed to be such a cause. The 
human " pain cost " of producing goods is of equal im- 
portance in theory with the human pleasure gain had from 
utilizing the goods. The value of an addition to the stock 
of a given sort of goods always furnisher a motive for the 
increase of the stock. Any cause which limits the supply 
at a certain point in the face of this human desire for the 
increase is a cause of value. True, it is a cause more re^ 
mote than utility^ but still a cause of value. Since the 
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Austrian writers virtually ignore the cause or causes gov- 
erning" supply (and thus g"oveming or helping to govern 
marginal utility itself), the cloclrine of price which they 
advance ought to rest openly and squarely upon the assump- 
tion that the supply oi the good is takai for granted. In 
Eohm-Bawerk's theory of price, the total supply of horses 
in the miniature market is simply assumed, not accounted 
for.^ If horses were more pletrtiful in this market the 
sellers' price equivalent would be lowered and the market 
price w^ould turn out lower. It is a fair criticism that 
Bohm-Bawerk obscures the important point of the depend- 
ence of price upon supply, by assigning sellers and buyers 
an arbitrary series of money valuations as the very first 
step in his argument. 

The ** theory of price/* as the Austrians call that part 
of their theory which traces the connection between con- 
summers' " subjective " values and market exchange values, 
must beg-in witli a clear recognition that the pure utility 
theory of value assumes outright the extent of the sup- 
plies of all goods. Let us. then, inquire first how the price 
of a given supply of consumption goods is determined.* 

* As Professor Macvane exclaims, the Austrians sctm to reason ZA 
if the good fairies determined what the supply of comniodlities shall be. 
See Tht Quarterly Journai fif EcflHOmiCS, voL v. p, 24. Concerning 
Professor Macvanc*s general attacks on the Austrian position, it is only 
fair to say, however, that he appears in the main issues entirely to 
miss the point of the utility theory. See also the same journal, vol. vii* 
p. 255, and the Anftals of the Amfrican Academy of PatUicat and 
Social Science, vol iv, p. 348. 

' This enquiry must constitute the first part of the theory of ex- 
change value, since it is quite beyond dispute that cost in any form 
can influence exchange value only by influenctng supply. Value will 
re^t at the level of cost only when the supply of the good is at just 
the proper point. When the supply h at any other point, as in the 
case of monopolies, value no longer rests at the level of costs. But 
value is sttll determined by certain other influences. The description 
of these is the first problem. 
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If a certain supply of sonie consumption good is presented 
for sale in the social market, there is theoretically some 
one price at w-hich just this amount of goods can be sold. 
Follow ing Professor Marshal], we may call this the ''social 
demand price." At a higher price, only a less supply could 
be disposed of. At a lower price more could be sold. The 
competition of buyers ultimately pre\-ents this lower price 
being set- The depeiideiice of the social demand price of 
a given supply of goods upon the esteem value of these 
goods to the consumers in the social market may be traced 
as follows: 

( t ) From eslee^ii values to price equivalents. The sura 
of money which a consumer would pay for the addition 
of an article to his possessions rather than go without that 
article is called its price equivalent. The price equivalent 
must not be confused with the price he may pay actually 
to buy the article, namely, the market price, A piano may 
have a market price of $6oo^ but have a price equivalent 
of $1,000 to A. If the market price of pianos were to 
ascend to $1,000, A w^ould still purchase one. But more 
than $1,000 he would not pay. When A assigns to a 
piano a price equivalent of $1,000, this sum of money, of 
course, has significance merely as the representative of the 
indefinite variety of other goods which A supposes to be 
within the command of $1,000* Thus A's ability to think 
out price equivalents depends upon the already existing ex- 
change value of mone>', or, in other words, upon prices them- 
selves- If the market prices of carpets, carriages, wines 
and other tilings were different from what they are, the 
amount of other things commanded by $f,ooo would be 
altered, and assuredly A's price equivalent for a piano 
would change* Tlius the price equivalent of one thing can 
be named only in vieVp^ of previously existing scales of 
market prices of other things. A consumer comes to form 
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a conception of the significance of a unit of money to his 
welfare. Into the question of the inner nature of this con- 
ception we cannot afford here to push our inquiry. With- 
out this conception he could not set price equivalents. It 
is merely a matter of experience that in fact consumers do 
set price equivalents. The sole possible ocplanation of the 
fact that when a monopoly raises the price of a consumption 
good the sales of it decHne, is that some buyers have been 
excluded because the price asked for has passed above their 
price equivalents.^ The worth of money to a consumer 
depends upon the extent of his money income. Thus the 
price erjuivnlent set upon a good by any consumer depends 
(1) upon the esteem value of that good to him, and (2) 
upon the extent of his money income. Given a consumer's 
money income, his price equivalents for various articles 
will be determined by, and be in proportion to, the esteem 
values those articles have for him. 

{2) From price equivalents to niarket-pricc. The price 
at which a given supply of a certain good can be sold to 
a body of consumers is a resultant from their individual 
price equivalents for this good. It is in no sense an aver- 
age or mean of these price equivalents.' This is best un- 
derstood by imagining the supply of the good offered in 
the market to be increased by one unit. This extra unit 
must be added to some person's stock. It will go normally 
to the person who will pay the most for it, but the price 
of the unit will have to be lowered sufficiently to bring it 
down to this person's price equivalent for a unit In the 

^ If the good be of a kind hetd by consumers in stocks, it should go 
without saying that iastc^ad of a buyer being entirely excluded by a 
rise of price, only the marginal increments of hia purchases may be 
excluded- 

' Employing Professor Marshairs terminology we would say that 
the ** social derrtand schedule " is a resultant from combining all the 
** individual demand schedules." 




152 



LABOR THEORY OF VALUE 



[410 



open market, theti, the prices of all units will have to be 
lowere^l to the le\^el of the price oi this uniL This illus- 
trates the way in which the social danand price of a given 
supply of gfoods is deiermiiied at some individual price 
equivalent, Tlie price o£ a given supply is detenmined at 
the point of a marginal individual price equivalent. 

In the last section it was asserted that unless a good 
is possessed in a plurality of units, that is^ in a stock, by 
the individual consumer, its value will not be determined 
by marginal utility. The Austrian writers have made this 
perfectly clear, but there are innumerable places in the 
literature which has sprung* up about the Austrian theory, 
cither expounding or criticizing it, where the value of such 
a gocxl as a piano or a furnace is said to depend on mar* 
ginal utility. Let us suppose that no person possesses more 
than one piano. In this case, properly speaking there is 
nothing marginal about the value-determining utility of a 
piano. There are, however, two methods in vogue of dis- 
covering an alleged marginal utility in such a single unit 
commodity. Tlie first is to point out that a piano may 
serve several uses. For instance, it may be used to pro- 
duce music and also as an ornamental piece of furniture. 
It is then suggested that one of these uses is greater or 
less than the other and is marginal Some suggest by im- 
plication or directly that it is the least use to which a piano 
is put which determines its value to the owner. If it should 
be suggested in reply that a piano might be used to conceal 
a discolored place in the wall, which could equally well be 
done by a two-dollar screen, the probable reply would be 
ttiat it is only the least use to which the piano can be put 
€Cono7nicaUy which determines its value. Even so acute 
a writer as Smart * is guilty of this perversion. When it 

* See his IntrodMction io the Theory of Value, p. 37, 
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is in the pursuit of such margins, the mind is far adrift 
from the true logic of the utility theorj\ When a piano 
is actually used to cover a piece of wail, this is assuredly 
an " economic " use of the article. Tliis use does not 
exclude or hamper any of its other uses. It is true 
no one would pay $600 for a piano mei'cly to cover a bad 
piiece of wall, but very likely few would pay that sum for 
any one use of the piano. The truth h, the value of a 
piano to its user depends upon the sum of its uses to him. 
The value of the piano measures the total amount of satis- 
faction cotiditioned ux)on its possession. When goods are 
used in stocks any one unit conditions only the satisfaction 
had from the last unit. Thus only does marginal utility — 
the actual total utility of the marginal increment — de- 
termine value* It is quite futile to attempt to distinguish 
between the different uses of a unit commodity and arrange 
these in a descending scale and choose a marginal use. 
When the unit is taken away all these uses would be sacri- 
ficed. Professor Dietzel, an undisceming critic and imi- 
tator combined of the Austrians^ has stated that it is the 
"highest use/* the use on the upper margin, which deter- 
mines the value of a unit commodity.' 

A second method of discovering a marginal utility for 
a piano is to conceive of the utility of a piano to that pos- 
sessor who has just been able to afford the price as the 
marginal utility of pianos. All men pay the same price 
for a given grade of piano, but the rich men have much 
higher price equivalents than the poor. If the supply of 
pianos to be sold in a given social market be increased, 
the price will fall. This fall is interpreted as being caused 
by a decline in the "marginal utility" of pianos. There 
is no justification for this logic in the utility theory. It is 



* See his Thcotetische Sociaiokonomik, 1895, p. 582. 
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not possible to compare the satisfactions had from pianos 
by different persons. It is not possible to imagine the 
pianos in society arranged in a series, the pianos of highest 
utility being those held by the persons who could afford 
to pay most and so cui. The price of a piano depends 
upon the marginal price equivaknt of a piano, but neither 
the exchange value nor the esteem value of a piano depends 
upon marginal utility. 

To conclude, all goods derive their exchange values from 
the esteem values placed upon them by consumers. The 
exchange value of a good in money is determined in a 
marginal manner by the price equivalents set upon the 
good by the consumers. Since the extent of a consumer's 
money income helps determine the price equivalents placed 
upon all articles by him, it is impossible to show that these 
price equivalents depend solely upon esteem values. But 
it is still proper to say that the esteem value of a good 
is the sole source of its exchange value. A consumer will 
assign no price equivalent to a good unless it possess 
este«n value, and when he does assign a price equivalent, 
it will be precisely in proportion to the esteem value of the 
good as compared with other goods which he values* 

The price of a commodity is a definite and fairly stable 
quantity, e, g,, the price of an oil-stove is $4-50' ^s it 
possible that this definite price can be said to be determined 
by the utility of oil-stoves to consumers ? Consumers can- 
not reduce their estimates of the utility of articles directly 
to figures. But, nev^ertheless, a consumer can determine 
upon a sum of money whose general purchasing power he 
considers approximately equivalent to the value of an oil- 
stove to him. The value of the oil-stove is a wavering 
quantity, but ha\^ng struck a money estimate on the basis 
of that value, taking it for what it is at the instant of the 
decision, this money sum is a definite something that will be 
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carried in mind as such though the value is indefinite and 
\v*avering. Given these definite "price equivalents" the 
definite market price is a resultant from them. The market 
price of a good is a sort of social institution and has the 
momentum or stabiHty of such an institution. Being once 
determined, it will not waver as do the numberless indi- 
vidual estimates of '* esteem value " upon which it is 
founded. 

5, If a commodity fetchingf a drfinite and exact price, 
as for instance an oil-stove selling for $4.50^ is produced 
under competitive conditions, the apparent and proximate 
reason why the article has this particular price is because 
it costs its manufacturer about this sum of money to 
produce it. Putting aside the complications due to the fact 
that competition frequently takes place between firms pro- 
ducing at different costs, the commonest law of exchange 
value, stated in the usual language, is that price is " de- 
termined by " entrepreneur's cost of production. Whether 
entrepreneur's cost is reckoned in terms of wages, interest, 
and rent; wages and interest alone; or in terms merely 
of the prices of all the production goods *' entering into" 
the product, the law of entrepreneur s cost, as stated above, 
reduces itself to the proposition that the exchange value 
of production goods ** determines " the exchange value of 
products. For all forms of calculating entrepreneur's costs 
arc based cm the simple, practical, or first method of reck- 
oning costs, as the prices of labor, raw material, machin- 
ery, power, eic,^ 

There is seeming antagonism between the taw of en- 
trepreneur's cost and the utility theory of value. For, 
according to the latter, the value of production goods is 
derived solely from the value of their products* Value 



^ A? pointrd out in section 2 of this chapter. 
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originates in human satisfaction, flows out to those con- 
sumption goods upon which the satisfaction is immediately 
dependent {i. e,, by which it is conditioned), from these 
flows out to the production goods upon which the con- 
sumption goods as products arc dependent for their exist- 
ence. From these on* the fJow of value continues to those 
production goods which are still farther removed, and so on, 
rank by rank, until unproduced agents are readied. Put 
in other words, raw material, machinery and similar goods, 
have value solely because the entrepreneur can afford to 
pay for them, and this he can do solely because his products 
have value. If value conduction runs from product to pro- 
duction goods, how can value determination run in the 
rev^erse direction* from production goods to product? If 
the stream runs from the spring, we know that the vohutie 
of the spring must determine the volume of the stream and 
not the contraf}'* But does not the law of entrepreneur's 
cost assert that the value of production goods determines 
the value of products? The solution of the enigma of this 
apparent conflict of the utility theory with the great em- 
pirical law of cost (in its common form of statement) is 
one of the most interesting and important products of the 
acute thinking of the Austrian economists. 

The difficulty exists solely because many single produc- 
tion goods, such for example as iron and wood, or pre- 
eminently common labor, enter into a variety of products. 
When several various products are related to one another 
by reason of the fact that a common production good 
enters into all of them, we may, folto^ving von Wieser, 
call them "cognate products,'* If cognate products A, B, 
and C are made in part from the common production good 
P, P will derive its value from the values of A, B, and C, 
but the value of P itself will have a peculiar reactionary 
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effect, yet to be described, upon the value of these products 
taken individually. This reaction is the phenomenon really 
at the foundation of the laTrV of entrepreneur's cost. For 
an instant permit a supposition quite contrary to fact. 
Suppose that A, B, and C are made entirely from P so 
that no other production good enters into them. Then 
the exchange values of A, B, and C will be derived solely 
from the *' marg-inal " utility of these products, but their 
exdiange values are peculiar in this, that they vi^ill be re- 
lated, win be adjusted, each to the others by reason of tlieir 
common origin in P. If a unit of P entering into A 
attains in that form a higher value that when entering 
into B or C, then more A's will be made from P and less 
B's and C's, The increase in the supply of A's will de- 
crease their value by decreasing tfte marginal utility of A's,^ 
This process keeps the values of A*s» B*Si and C's in a 
mutual adjustment If we carelessly confine our view to 
a part of this process of adjustment, we see what appears 
to be a determination of the value of A, the product, by 
the value of P, the production good. If the value of A 
is out of adjustment with its cost in P, and then the ad- 
justment is effected, it is the value of A which seems to 
move to that of P. Tlie value of P may seem to be the 
independently determining factor. As a matter of fact, 
in the first place, the value of A moves only when its 
marginal utility has been altered by a change of its supply, 
and in the second place, when it does move toward the 
value of P, that of P also moves toward it. It depends 
on the relative importance of A's in comparison with all 
of the rest of the products of P, how far the value of A 
moves and how far the value of P moves in their mutual 
adjustment If it is discovered that the two stars in a 

1 Or at any rate, if not by decreasing thdr uiarg-lnal utility, hj de- 
creasing ibeir marginal price equivalenu See the section jtist preceding. 
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*' double star " are approaching each other, we easily con- 
ceive that both take part in the moving. But when an 
apple falls to the earth it is more difficult to realize that the 
earth also falls toward the apple, irioving its due proportion 
of the distance between them. In the same way, when 
we see that the value of some relatively unimportant product 
remains equal to its cost of production, we are inchned to 
state the case as one of pure determination of value by 
cost. But this *' determination " is but a part^ viewed by 
itself, of a larger process by which the supplies, and con- 
sequently the values, of cognate products are being ad- 
Justed to one another. The whole truth is that the value 
of production goods is determined by the value of their 
products. Because of the existence of great common pro- 
duction goods of manifold productive uses, we have the 
peculiar reaction of the value of production goods on the 
value of products, a part of which process is described in 
the law of entrepreneur's cost 

The case of real life is more complex than the one con- 
sidered above in that a plurality of common production 
goods always enters into a product- In this more com- 
plex case we find an entirely new problem, which rejoices 
in the name of the " imputation of the productive contri- 
bution," but the explanation of the law of entrepreneur's 
cost remains exactly the same in principle as that given for 
the artificially simplified case. When a product is made 
from several protluction goods, as a carriage from wood, 
iron, leather and labor, the value which by anticipation the 
production goods derive frcwn the product is divided among 
them. The share of value of each production good is 
called its productive contribution. The different solutions 
of the problem of imputing the productive contribution 
already offered in the literature of value and distribution. 
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will not be discussed here,' One principle, however, will 
be taken for g^ranted* It will be assumed that the pro- 
ductive conlributicm of any kind of prcKluction good in the 
value of a particular kind of product varies inversely with 
the supply of this production good which is turned to the 
niaking of that kind of product. If product A is made 
frcrtn production goods P, Q and R* and the amount of 
P used in producing A's is increased — with or without an 
increase in the amount of Q's and R's used * — the produc- 
tive contribution of a unit of P in the value of A*s will 
be decreased- 

Considering now the reaction of the value of production 
goods on the value of particular products, we may repre- 
sent the more complex case, corresponding to real life, 
by supposing products A, B and C to be made from pro- 
duction goods P and Q, P and R, and P and S respect- 
ively. In this case the products are cognate only by reason 
of their relationship through P* The production goods 
Q, R and S are not common. Here as before the supplies 
and values of the products A, B and C are in a relation 
of mutual dependence, Tlie dependence is, however, not 
so close as. in the first artificially simplified case considered 
above. In the present case it is not the values of A, B 
and C themselves which are brought to an equilibrium^ but 
it is merely the productive contributions of P in the values 
of A, B and C that must reach an equality. If a unit of 
P obtains a higher productive contribution in A than in 

^ Explanation of the prindples in accordance with which the various 
classes of production goods share in the value of the product is but 
a part of the theory of distribution viewed In a particular way* 

"The use rf some Hnds of production goods cannot be increased 
without incieasing to the same extent the use of certain other kinds 
m the ^ame production^ but it can be shown that this does not 
change the general principle of tlic case. 
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B and C, more P will be ptit to the making of A's and 
less tt> the making of B's and Cs, until a unit of P attains 
the same productive contribution in each of these products. 
If the amount of P put to the making of A's is increased, 
the supply of A's will be increased and A*s will decline in 
vaJue. But the decline in the value of A's caused in this 
manner will fall entirely upon the productive contribution 
of P. The decline of value takes place merely to bring 
the contribution of P*s in A's to an equilibrium with the 
contribution of P's in B and C Abstract as the fore- 
going formulse are, they are nevertheless real. If entre- 
preneurs were not able to ascertain, at least approximately, 
the productive contributions of the various production 
goods entering into the product which they manufacture, 
they would be unable to tell either how much of each 
productive factor they can afford to buy or what price 
they can pay for it. 

When we call to mind the fact that in actual industry 
most production goods are themselves products, and that 
into the majority of final products nearly all the great 
common production goods enter, we realize the stupendous 
complexity of the relationships of cognate products in 
actual life. It is no wonder that ordinarily a whole half 
of the process by which the values of all these fellow 
products are brought to mutual adjustment escapes our 
notice. Pig iron derives its value from a thousand and 
one kinds of products. When the value of one of these 
atone is being brought into adjustment with the value of 
pig iron, the mass is all on the side of the pig iron, if we 
may so express it. In this movement the single product 
is seeking a value^equilibriura with all the vast multitude 
of other products of pig-iron. It seems itself to effect all 
the adjusting. As a matter of fact, it contributes its due 
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share to the Jetermination of the value of the raw iron* 
Thus far, we may safely affirm, the difficulty which, at 
first sight, the law of entrepreneur's cost seems to present 
to the utility theory has been quite surmounted. 

It is a matter of some interest to define as exactly as 
possible the relation of potentiality cost to entrepreneur's 
cost. When an entrepreneur, in making his product, uses 
z production good capable of other applications, by other 
entrepreneurs, his product is made at the expense of poten- 
tiality cost. Whether in the isolated or in the social econ- 
omy, there is waste whenever a good is produced at a 
potentiality cost which is higher than the value of the 
good itself. A greater value will be sacrificed to obtain 
a less. In the isolated economy Crusoe will easily guard 
himself against this form of waste. In the social economy, 
the competition of entrepreneurs for the supplies of produc- 
tion goods prevents the same form of waste. Competition 
being granted, nowhere will there be found an entrepreneur 
who uses up production goods to make a value less than 
the highest value that these goods could produce elsewhere. 
For otherwise the entrepreneurs located at the other points 
of higher return would be able to command the production 
good for their purposes, and the possibility of profits would 
furnish them with the motive to bid for it. If entrepre- 
neurs' costs always consisted solely in the value of pro- 
duction goods capable of manifold applications, we could 
say that the potentiality cost of a product determined its 
entrepreneur's cost. For the former cost consists in the 
highest other values that these production goods may be 
made to produce elsew^here, and the entrepreneur will nor- 
mally have to pay that value for them and no more. His 
necessary outlay for a product is thus regulated by its 
potentiality cost. 
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But sometimes in the making of a product certain valu- 
able production goods may be used whose employment does 
not involve potentiality cost. These are. of course* pro- 
duction goods capable of being used in this one product 
alone. A production good may be capable of making but 
one kind of product and yet receive from that product a 
certain share of value as its productive contribution. A 
mineral spring may ht so situated as to be such a pro- 
duction good. A mine is a perfect example. Here a new 
question confronts us. Does or does not an entrepreneur's 
outlay in the value of such a production good constitute 
a part of entrepreneur's cost? This is solely a question 
as to how we choose to define entrepreneur's cost. It may 
be defined either way. But in the event that we define 
this cost to include outlays for single-use production goods, 
it will no longer be possible to assert that potentiality cost 
governs entrepreneur's cost wholly and in all cases. Let 
us give an illustration of the question. If the bottled water 
of a mineral spring can sell for ten cents in a neighboring 
city, and it costs five cents for the bottle and labor and 
two cents for transportation, is or is not the three cents 
per bottle which remains as the rent {** price-determined 
surplus *') to the spring a part of the entrepreneur's cost 
of producing bottled mineral water? If the vender of the 
water did not own the spring, he would be inclined to 
reckon the rent paid for it to its owner as a part of his 
money costs. But economists are agreed that the distinc* 
tion between costs and surpluses does not hinge on rela- 
tions of legal ownership. If the producer of the bottled 
water owned the spring, he would merely pay the rent of 
it to himself. To the present writer it seems that entre- 
preneur's cost may be defined either to be coextensive with 
potentiality cost, or to exceed this cost by the inclusion of 
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'* price-determined " rcnts,^ provided a consistent usage be 
maintained. In the one case^ eiitreprerteiir's cost is deter- 
jnined by potentiality cost ; in the other case it is principally 
determined by potentiality cost,^ 



' When a single-use production good is sliort-twed instead of dur- 
ablt, so that it receives its valvie from its product in one payment, in- 
stead of A series of paytnents in time, we do not call its value return 
a ''rent/' lis value is nevertheless "price-determined " in the same 
sense a? the rents jusi discussed and belongs to the same category as 
These rents. 

The term " price- determined rent'* ha.s, among professed followers 
of Ricardo (such as Professor Marshall who holds to Ricardo's theory 
in the main), come to mean the income to a durahle single-use pro- 
dtiction good. In the most unfortunate terminology of the Ricardian 
school — which the writer believes can be traced back to their ulti- 
mately false philosophy of value— a " price-determined rent *' is one 
which " does not enter into price." But the leading (exponents of 
present-day Ricardian doctrine are now agreed, it seems, that when a 
production good is capable of more than one application — as land to 
wheat or fruit or pasture— its rent tioes enter into the price of its 
pt^jdtict. Therefore they meati by a price-determined rent, not the 
rent of such a good, but the rent of a single-ttsc production good. 

* A plausible argument could he made to show that we have Ricardo's 
authority for maintaining that price-determined rents must not be 
considered a part of entrepreneur's cost» For Ricardo said *' rent can- 
not enter in the least degree into price." But there can be no ques- 
tion that by this he meant that rent cannot enter into cost of pro- 
duction. As was frequent with him, he did not say precisely what he 
meant. Malthus had said that cost of production inclades wages, " pro- 
fits/* and rent, and that profits and rent, not being paid ^or labor, pre- 
vented the regulation of valtie by pure labor cost. Ricardo admitted 
that profits enter into cost but minimiKed the difficulty thus granted in 
the labor theory. On the contrary he denied that rent enters into cost 
The first paragraph of his chapter on rent shows it to be his purpose in 
that chapter to justify this denial. L^ter he staled his contention as 
being that rent cannot enter into "price," instead of cost. 

Vow Ricardo frequently thought of cost as being composed of 
" (ahour and profits" ! In most places we can make his reasonings 
clear only by substituting for this hybrid concept a plain concept of 
entrepreneur's cost If Ricardo habitually meant entrepreneur's cost 
by the words " cost of production," then his famous doctrine comes to 
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In accountings for the value of consumption goods the 
Austrian theory takes their supply for granted. In the 
same way, when the Austrians come to thdr explanation 
of the law of cost they take the supplies of production 
goods for granted, If the supply of pig iron brought 
every year to the iron market be increased, the supply of 
the products of iron will be increased and the exchange 
values of these products will falL The exchange value of 
pig iron Avill fall in consequence.* At this point a ques- 
tion — a criticism in behalf of the cost theories of value — 
naturally suggests itself. Is not supply ultimately regu- 
lated by cost of production in some form, and is not cost 
of production thus either the ultimate regiUator of value 
kself, or at least a joint r^^nlator with utility? We have 
suggested here the famous question of the '* reconciliation ** 
of the cost and the utility theories of value. It is certain 
that the only form of cost which can exercise ultimate 
control over tlie supply of any produced good is what we 
have called by the generic name of '' pain cost." The 
potentiality cost of a product is measured in the value of 
the production goods entering it. But this value itself 
dei>ends on the supply of these production goods. Tlie 
ultimate cost regulator of the value of both the products 
and the production goods cannot be potentiality cost. The 
influence of potentiality cost causes the supply of the in- 



signtfy that pri«-detennmed rents art not properly a part of cn- 
treprrneur's costs. As far as the present writer can sec, our decision 
in this regard is purely a matter of arbitraiy clioice between two possi- 
ble definitions of entrepreneur' a cost. As far as Ricardo i& concerned^ 
he had no clear and definite concept or concepts of cost. Into poUn- 
tiality cost, a price-determined rent assuredly does not enter. 

' The value of the iron may fall earlier in time than the value of its 
products, because entrepreneurs using it know beforehand that th* 
increased products of pig will have to be sold lower. 
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dividual kind of product merdy to be adjusted to the 
supplies of its cerate products. But potentiality cost has 
no influence whatever over the total supply of the produc- 
tion g^oods or the absolute supply of the total mass of 
cc^nate proflucts. To appeal to a simple illustration, if a 
flow or stream of some production good be supposed to 
divide into several branches as it proceeds, each branch 
representing one of the several cognate products of that 
good, the influence of potentiality cost may determine the 
relative volumes of the different product-streams j but only 
pain cost — if any cost at all — can influence the volume of 
the parent stream, and thus govern the absohite volume of 
all the branches. Entrepreneur's cost also, most obviously, 
fails as an ultimate regulator of supply » This cost is but 
the proximate agency through which the two elementary 
forms of cost exert their influences upon the relative and 
absolute supplies of products. Undoubtedly the recog- 
nition that pain cost is the only form of cost capable of 
exerting any ultimate control of value, helps to suggest 
that it be called " real cost " or ** true cost/* Professor 
Marshall, for instance, analyzes cost into two forms^ (i) 
real, and (2) money costs. 

6* TTiere is to-day a large following for the doctrine 
that cost and utility are joint and equal r^^ulators of value. 
Professor Alfred Marshall, for instance* states that *' we 
might as reasonably dispute whether it is the upper or the 
under blade of a pair of scissors that cuts a piece of paper, 
as whether value is governed by utility or cost of produc- 
tion." ' Historically, there have been developed by econ- 
omists two distinct and apparently antagonistic theories 
professing to afford ultimate explanations of value; the 
earlier or cost atKl the later or utility theory. But if it 

» Principlfs of Economics, 4th ed., iSgS, p. 4^ 
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can be shown that in reality cost and utility are but joint 
regulators of value* recent thinkers liold this equivalent to 

a demonstration that the hvo apparently hostile doctrines 
are after atl but the two parts of a larg^er harmonious 
whole. It is» therefore* matntainetl by many that the two 
apposed schools of value merely failed to take a broad 
enough view of the problem. Thus we have ever before 
us the Tnteresting- question of the reconciliation of the 
cost and utility theories. If it be desired to effect a fun- 
damental reconciliation, what appears to be the most pro- 
pitious starting point is found in the theory of the '* mar- 
ginal or final equivalence of utility and disutility/* a dcx:* 
trine which originates purely as a theory of " subjective" 
or esteem valne in contrast with exchange value, llie 
first writer to give this theory a definite formulation was 
probably Gossen, but it was J, B. Clark's later but entirely 
index>endent statement of the same idea which was first to 
bring it to the notice of economists generally** 

Professor Clark develops a theory that the ultimate 
standard of the value of a good is the " effective social dis- 
utility " cost of its acquisition. Thus he pr^ents a theory 
of distinctively social valuation.* But we also find as a 
part of his doctrines a theory of purely individual vahia* 
tions. Professor Clark distinguishes clearly between these 
two, and In fact develops the theor}- of social from the 
theory of individual \-aluation. In drawing the reader's 
attention to these doctrines, it will suit our purposes best 



* Professor Clark's lh«)ry appeared first in the New Enfihtider for 
1B81. Gosscn's statement of the same fundamental idea was much 
earjier, but the strange fate of b^ work is known to all. Professor 
Clark's theory of value was developed by him independently of Gossen 
and of Mengcr and Jevons aa welL 

• See the Distrii?utioH of U*caUhj chap. xxiv. 
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to emphasize as much as possible the distinction between 
value in the individual economy and in the social economy. 
We may, therefore, adopt the device of " Crusoe eco- 
nomics,*' and consider the relation of subjective cost to 
value in the isolated individual economy. In the theory 
of value, the pursuit of this plan does not involve a waste 
of time, but on the contrary it is an excellent measure for 
which there is precedent at some point or other in the 
writings of nearly all theorists. The plan corresponds to 
the artifice of the primitive society of hunters and fishers 
so frequently usetl and also abused by the classical econo- 
mists. It is in a peculiar degree a device of what Roscher 
callefl the " idealistic method/* We are, of course, now 
dealing" with a problem entirely outside the possible sphere 
of the *' historical method/* We find in the Crusoe econ- 
omy the prototype, as it were, of many a complex value 
relation in advanced social conditions, and an appreciation 
of certain simple and highly generalized principles true of 
this economy may greatly facilitate our understanding of 
the difficult subject of cost and value under real conditions. 
But the strongest reason of all for considering consciously 
and explicitly the case of Crusoe by himself, is because 
there are many examples in the literature of value where 
certain doctrines are hid dov-^n ostensibly as universal prin- 
ciples, which are in reality conditioned upon the uncon- 
scious assumption of Crusoe conditions. The case of 
Crusoe should be discussed if only to show what principles 
are hmited to the conditions of his economy. 

Crusoe might possess various articles of value whicli cost 
him no labor, or cost him an entirely n^hgible amount, 
such as certain scarce fruits; but the major part of Crusoe*s 
wealth, let us suppose, is produced, and is freely repro- 
ducible, by his labon The amount of labor power which 
he expends upon his island is variable at his pleasure within 
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wide limits* If he choose to work only a few hours a 
day through the year^ he will produce only a certain limited 
amount of the most useful things. If he add more hours 
per day, he will produce more of the old kinds of goods 
and also other different articles, luxuries as contrasted with 
necessities, but at any rate things of lower utility. Thus 
as Crusoe increases the hours of labor power put forth 
per day, he finds that there is a decline in the additional 
utility produced by each successive increment of labor. On 
the other hand, he finds that the pain cost or disutility 
of labor increases as he toils longer and longer. Crusoe 
will, for his average day, work until the increasing disutility 
of labor comes to an equality in his judgment with the 
decreasing utility of the things being produced. It would 
not be rational for him to stop at an earlier point, for then 
further labor would produce him a means of satisfaction 
greater than the **pain*' of the labor itself. Nor would 
he labor beyond this point so that the pain would exceed 
the pleasure gain. Thus the utility produced by, and the 
disutility of, the final increment of labor in the working- 
day counterbalance, or we have the *^ marginal equivalence 
of utility and disutility*" 

The most important part of Professor Clark's teaching 
is that the disutility of labor expended in producing goods 
is the ultimate standard of their value. To establish this 
thesis, it is necessar}' for him to show that the ** eflfective" 
disutility of an increment of labor is always the actual dis- 
utility of the final increment, and that the "effective" 
utility produced by any increment is the actual utility pro- 
duced by the final increment. If Crusoe works ten hours 
a day, any hour of the day's labor will have the same 
effective disutility as the tenth hour. Thus if it costs one 
hour of labor to profluce the article A, the pain cost of 
A is always in eifect the disutility of the final or tenth 



M^ 



4^7] 



RELATION OF COST TO VALUE 



169 



I 



I 



hour of labor, no matter in what part of the day the good 
A happens actually to be produced* For if Crusoe should 
decide to go without this article in order to avoid the hour 
of labor which it costs, his day would then consist of nine 
hours spent upon the rest of his products, and the effect 
would be to save himself the disutility of the tenth or last 
hour*^ By shortening the working-day an hour he can- 
not do otherwise than save himself from suffering this 
marginal disutility. 

In a similar way it can be shown that the effective utility 
of a product A produced by the first hour of labor is the 
same as the actual utility of the product B produced by 
the tenth hour. For if A were to be lost, destroyed, or 
traded away, another A could be produced in its stead 
through the sacrifice of a B, by turning the tenth hour 
from B to the production of an A. In effect, then, upon 
the possession of A is dependent merely the utility of B. 
The utility of a good is definwl as its power to afford satis- 
faction, but the " effective utility " of a good as conceived 
by Professor Clark is, we may say, the power of that good 
over a man's satisfactions, taking into consideration the ad- 
justments he may make in his productive activities in case 
of the loss of that good. If he produces this same good 
over again, and instead goes without some other good, in 
effect he forgoes the utility of the latter, and this is pre- 
cisely the effective utility of the first good.' Thus, in 

^ So large sn increment as An hour is taken merely as a matter of 
convenience* There is a certain form of aUack upon all marginal 
methods of theorizing in economics which is always met by making the 
incremenis infiTittesimal It is hardly necessary to guard against that 
ittack here. 

* The curious reader would find it of interest lo compare Professor 
Smart's statement that the value of a good is almost nlway* m the 
end measured by a " foreign utility " ** The value of a horse may be 
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Professor Clark's view, the utility produced by the last 
increment of a man's labor affords a unit for measuring 
the effective utility to him of any and all the freely pro- 
ducible products of his labor. But it has already been 
shown that the disuHlity of this last increment of labor is 
ef[ual to the utility produced by it> Tlius terminal dis- 
utility becomes also an available unit of "subjective" or 
esteem value, and Professor Clark adopts this as the "ulti- 
mate standard of value ** upon the ground that pain is a 
more convenient measure than pleasure/ Tlie theory sig- 
nifies that the subjective vakie to the isolated producer oi 
any good whose supply depends on labor can be most con- 
veniently measured by the labor cost of tliat good* To 
quote : 



It follows thatr in the case of an isolated man, we may measure 
the subjective value of goods by the mere duration of the work 
that creates them. All goods made in an hour are equal m 
effective utility and all hours of labor are of equal effective 
disutility. Destroy the product of an hour's work, and you in- 
jure the man by a fixed amount; make any hour's work un- 
necessary, by making nature freely supply what is produced 
in that period, and you benefit the man by a fixed amount . , , 
The product of two hours* work will always be of just twice as 
much subjective value as is the product of one' 

Professor Clark has in some place defined subjective value 
as the " measure of effective utility/' Mcnger defined this 

measured by the foreign utility of a summer vacation." See Introduc- 
tion to the Tlicory of Value, pp, 3;*& Much dialectical exercise o! 
interest could be had by comparing fully the precise formulae of '' mar- 
ginal " utility developed by the Austrian economists and Prof. ClarW* 
formula. Clark's theory n at bottom in harmony with the Austrian, 
but goes further. 

1 See op, cit, ;>. j8o. ' Ibid, p. 389. 
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dnd of vaJue as the significance attained by a good in our 
estimation when we know that some satisfaction of ours is 
conditioned upon command of this particular good. Value, 
^aa an amount, is the measure of the cjuantity of satisfaction 
^^nditioned. The present writer has already expressed his 
<^inion ^ that Menger's mere definition of value gives the 
solution to the great riddle of the relation of value to use- 
fulness and satisfaction, and that virtually from the mere 
proposition containetl in this definition a large part of the 
theory of value can be deduced directly. It is of great 

P interest to note, therefore^ that Professor Qark's definition 
of sxibjective value is in entire harmony with Metigers. 
The definition of Mejiger explains value universally, wher- 
ever there is value. Clark's definition, though conceived 
quite independently by him. is but an extension of the 
principle in Mengers definition, but an application of it to 
a certain special case. This case, though logically a special 
instance, is however t^-pical of most of the goods we 
imagine a Crusoe to be producing, consuming and repro- 
ducing^ This is the case of freely reproducible goods. 
Here, if a good be destroyed, its value will be revealed by 
the satisfaction that must be given up because of its de- 
struction, which is the satisfaction finally conditioned upon 
Bit- In the end, what Professor Clark points out is merely 
that this good may be replaced by diverting to its making 
labor which otherwise would have been employed in pro- 
ducing scane other good which Crusoe chooses to resign 
linstead. Tlie satisfaction in effect, or in the end, condi- 
led by good A is the satisfaction directly conditioned by 
'afforded by good B, the good giveji up.^ 



Cf. antr p. 1^)5, 

'A brief comparison of the Austrian concept of '* marginal utility"' 
with Clark's concept of ''effective utility'' may bt of interest. Many 
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As it appears to the present writer, Clark's theory of 
esteein value is to this point so well founded that even the 
most uncompromising' opponent of labor theories can find 
no ground to deny it. We have here explained a labor 
measure of esteem value, perfectly justified at least under 
the conditions of the isolated economy, and Professor 
Clark's analysis has disclosed the inner reasons why this 
measure can be employed. Indeed, while speaking of re- 
producible goods in the Crusoe economy, it may be affirmed 
that cost is not only a *' measure" of esteem value, but is 
also a joint regulator of value. To be precise, the costli- 
ness of a good acts jointly with the utility of the good in 
reg^ulating its value. To say that one thing regulates an- 
other is, of course, asserting more than that it measures 

kinds of goods a.rt; divisible into parts without changmg thdr ccOfsoniic 
nature Grain is a good example. A piano is an cxa^mple of the 
Other kind of good, the unit good. When a given good is divisible 
into increments, the ALStrians point out that the value of any or every 
increment depends purely upon the satisfactio:i afforded by the last 
used or least useful increment. Putting it in another way, they say the 
tnarginal utility of the good is the actual utility of the last increnicpt> 
and value depends on marginal utility. The very essence of this prin- 
ciple Is that the valne of a things as for instance first increment, does 
not depend on it$ own exact utility. Professor Clark, developmg his 
thought in his own way, and using a different terrmnology, goes further 
than the Austrians^ hut along the same line. The " effective " utiHly of 
a good is not it^ owti utility, but is that other least utility produced 
by the same amount of labor The Austrians state that the value 
of any bushel of wheat depends on the utility of the *' last " hushel, 
because if any bushel is removed the result will be that the last bushel 
is really given up, or any bushel is m effect the last, Clark point* out 
that among goods which are all freely reproducible^ the value of the 
product of any unit of tabor time depends on the utility of the least 
useful product produced by a unit of labor time, though this other least 
useful product he an entirely different kind of good and not an in- 
crement of the same kind of good. Many minute questions m this 
connection we may pass for lack of sriacc* 
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that other. A re^ilator is a measuring cause, whereas a 
mere measure is not a cause of the thing estimated.^ 

In what precise sense is costliness here a co-determinant 
of value? When a good both costs pain or discomfort in 
its production and affords pleasure in its use, it is common 
custom to spKik of the "cost" of the good as the exact 
opposite of its ** utiHty.*' But these concepts are not direct 
opposites. Cost consists in the subjective experiences of 



^ Without attempting a systematic dassi^cftioji cf kinds of causes^ 
we a]] know that such is our notion of caus« ibat we can conceive of 
many causes which bear tio assigaable quantitative relation with their 
effects ( 1 . €. , eficc la for w hich th ey are p arti y rcspon s i bl e ) . The 
pressure of An eleciric button " caused '* th^ Hell G^te explosion (after 
conditions— £. e., other causes — were prepared) but the amount of 
pressure put upon this button, or the si^e of this button, had nothing 
to do with the quantity of the explosion or the amount of work done 
in the explosion. We are permitted to speak of the act of pressing 
the button as a cause, but not as a regulator (except with respect to the 
Hme of the explosion, an irrelevant consideration here), for a regu- 
lator is a cause the quantity of which determines the quantity of the 
effect* It should be noted that when the quantity of the cause is com- 
pared with the quantity of the effect, to show that the former regu- 
lates the latter, the quantity of the cause must be established tnde- 
l>endently of the quantity of this same effect; otherwise the fallacy 
of reasoning in a circle is committed. This digression does not lead 
us so far astray from the theory of value as might be supposed. This 
precise fallacy has been committed titne atid again in the reasonings 
that have been brought to the support of the labor theory of value. 
For instance when the term "labor" is used to signify disutility or 
coit (instead of productive power) by the expounders of the "diffi- 
culty of attainment"' philosophy of value, and it is asserted that the 
labor cost of a good regulates its value, the objection is soon en- 
countered that skilled labor produces a greater value per day than com- 
mon. Thereupon it is frequently explained that skilled labor is con< 
densedt or counts as more labor per day than common. As a matter 
of fact, we all know that m the vast majority of cases, skilled labor. 
measured independently of the value produced by it, and measured as a 
quantity of labor in the sense of disutility, is less labor per day than 
common toil 
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the producing man, and its precise c^posite is pleasure or, 
specifically in our economic usage, satisfaction of want 
But "utility" never is a precise equivalent for satisfaction. 
On the contrary, utility is another kind of opposite of 
satisfaction, being always conceived to belong to the good 
and not to lie within the man, except in the treatises of cer- 
tain unconscious metaphysicians. In virtue of a certain 
comfci nation of physical properties a good possesses a power 
to protluce a satisfaction in a man.^ This power, due to 
its physical properties, is the best conception of the good*s 
utility. The precise opposite of utility cannot be desig- 
nated by costj but the word " costliness " fits the need- 
In virtue of their physical properties, or physical and 
chemical relations with other external things, some goods 
require a large amount of change of man's external sur- 
roundings to be effected by him in order that they may 
he produced. We give these goods the attribute of costli- 
ness, similar to the attribute of utility, and the relation 



' Whenever, of course, the man acting for himself, places hiiriAelf in 
the relation with the good which permits its power to become efFectivt 
Compare the discussion in section ii of this chapter No apology is of- 
fered for the present " discussion of mere words *' as it might be termed 
by the hostile. These discussions contribute to clearness of thought 
upon questions of theory, and clearness of thought in theory is certain 
from time to time to be of beneiit to discussions of many proximate 
and practical issues. For instance, we find recently a well known writer 
explaining that " sctentificaUy " the distribution of money among na- 
tions is so governed that money reaches the level of equal " mar-n 
ginal utility'* in the different countries. See a paper entitled "The 
Distribution of Money/' Journal of PoUUcal Economy, vol ix, p. 49. 
This proposition has no meaning* and is authorized by nothing in tie 
Austrian theory, though the writer quotes the Austrians freely, A 
little " word discussion " by " practical " writers might enable Ihem to 
see when they are covering up the absence of an explanation by mere 
conjuring with formulae whose real meaning has not been ascertained 
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%»et^veeti costliness and co^t is srmiiar to the 

■twee!! lUility and satisfaction.' 

The question whidi nrr\v ccpncerri^ us is i\+iether in the 
ca5e of freely producible goods the supply of which can 
he augmented at will by the application of more labor, 
the costliness of a good takes an equal patn with its utility 
in determining its value. If the marginal utility of a 
good determines its value, marginal utility is still the mere 
creature of the supply of the good. The larger the supply, 
the lower the marginal utility. Puttingf the matter the 
w^y it is often stated in present-day treatises, the supply 
that will be produced depends upon the cost of the good, 
and thus at bottom cost determines value. Making a more 
careful statement we may say that the supply depends upon 
both the costliness and the utility, since Crusoe will in- 
crease the supply — the azferage yearly supply, we should say 
if speaking of a croi) — until the marginal cost and mar- 
ginal satisfaction become equivalent. For the normal case, 
the increase of the number of increments of the good will 
entail an increase oE marginal cost and a decrease of mar- 
ginal utility. Both the marginal cost and the marginal 
utility y^ry when the supply is changed, but the supply 
tends to rest at the point of equilibrium of these two quan- 
tities, and is thus detennined by them jointly.* If the 



' The lerm " disutility ** is atmosl wniversaUy used as equivalent to 
"discomfort/' that is» as being purely subjective. This makes it 
available as an opposite of satisfaction (or of utility according to the 
asAgt of those writers who use the latter ^ z subjective term) but the 
same tt»age debars its employinent as the opposite of utility in the 
sense advocated m the present essay. 

" The dele rm in at ion of Crusoe's supply of a good at this point, which 
(ixts the subjective vakie of the good, hears a few obvic*us analogies 
to the determination of cotnpetitjve exchange values in the social 
market at the point of " normal equilibrium of supply and demand/' 
as described by Professor Marshall 
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general costliness of this grain should fall, its value would 
soon be lowered, for Crusoe would be led to produce more 
of it in order to reach the point of supply which equili- 
brates final cost and satisfaction. Thus the marginal util- 
ity and value would be lowered. Conversely if the costli- 
ness be increased, value will be raised. Under Crusoe 
conditions we are considering the relations of costliness, 
utility and value in the simplest of circumstances we can 
imagine. Even here the question arises^ is it correct to 
affirm that costliness is precisely coordinate with utility in 
determining value? To me it seems apparent that utility 
exercises a more direct and intimate control over value 
than cost, even in the simplified case now before us/ In 
the first place, value is still derived solely from utility.* 
Cost influences value only by way of influencing the value- 
determining utility itself. Thus cost is more remote from 
value than is satisfaction or utility. Even in the case of 
goods valued according to their "effective utility/* that is, 
according to a foreign utility, there is no violation of the 
principle that value is derived solely from utility. Cost or 
costliness is never the source of value. No amount of 
cost endured for a good without utility will confer value 
upon it. There can be no discrepancy between utility (here 
we are speaking of the utility that is the counterpart of the 
satisfaction conditioned upon the good, i, e^, the marginal 
utility in the cases of goods divisible into increments) and 
value, whereas there may be between costliness and value. 
If anything prevents the supply of a good from being 

^ Reasons will appear later, it ts bdievcd, to show that when wc 
reach ihe complex case of real social industry and exchange value 
the control of cost over value will be much more impaired than 
that of utility, 

3 It has already been shown why it is quite impossible to hold to 
the opinion that cost is the essence of value. Cf. ^ntt pp. 34-S 
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increased to the point of marginal equivalence of utility 
fcnd costliness, then of course the value follows the utility 
tnd not the costliness. Costliness is thus not a more fun- 
damental cause of value, but merely a more remote cause 
Ihan utility, and in any event can influence value only by 
affecting; the utility itself, by helping to determine supply* 
7- Turningf to social conditions, we meet the new prob- 
lem of exchange value. It is true, certain value compari- 
sons may be made in the entirely isolated economy which 
afford a kind of prototype of the exchange value of the 
market, Cnisoe might, perhapSj have occasion to make 
mental note that ten bushels of his wheat supply possess the 
same esteem value to him as one cord of his firewood. This 
comparison involves a ratio between valuable goods, and if 
Crusoe only had reason to trade with himself we might 
find the phenomenon of purchasing power— the true con- 
ception of exchange value— and ten bushels of wheat would 
have the purchasing power of one cord of wood. This 
kind of exchange value — if we dare call it such — would be 
most simple; for it would be directly determined by, and 
be in exact proportion to, esteem value. Just as Crusoe 
will be able to carry the esteem values of reproducible 
goods in mind most readily in terms of disutility cost, so 
would he be able to strike value ratios between such goods 
most easily by comparing the disutility costs of their 
physical tmits of measure. Thus, if one cord of wood 
should exchange for ten bushels of wheat, the reason would 
be that a bushel of wheat costs one-tenth as much labor 
as one cord of wood* This thought need not be pursued 
further. If the exchange value of a good in the social 
market depejided in the same direct manner upon the esteem 
value of that good to all society or to " society as a unit," 
the final theory of exchange value would be much simph"- 
fied. But, unless the present writer is mistaken, a good 
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cannot possess an esteem value to society as a whole, but 
can merely have a separate value to each individual mem- 
ber of society. 

Though it is questionable whether we can apply the 
theory of final equivalence of utility and disutility directly 
and in an unmodified form to all kinds of social value, we 
itill find generally that each individual in society values 
his personal consumption goods substantially in the same 
manner as Crusoe, Under the division of labor, the indi- 
vidual does not produce his own consunqjtion goods, but 
renders certain productive services to society for which he 
receives remuneration in the shape of a money income. 
Money income may also be derived from capital acquiretl 
at the cost of abstinence on the part of the individual re^ 
ceiving it. But again, it may as well be the result of gift 
or inheritance, in which case it represents no subjective 
cost to the recipient. When a dollar costs a man subjective 
sacrifice to acquire it, and the dollar is spent for a com- 
modity, this commodity thus indirectly costs that sacri6ce. 
The commodity is bought by the consumer because it pos- 
sesses esteem value. It derives this esteem value from the 
satisfaction conditioned by it, but this value may well be 
carried in mind by the consumer in tcnms of his own sub- 
jective cost. Crusoe spends units of disutility, as it were, 
to obtain from nature certain utilities; the man under social 
conditions spends dollars, which may represent disutility^ 
to obtain utilities from the social warehouse. Professor 
Clark's theory of '* effective disutility " as the measure of 
value niay be applied to the individual economy within 
society as well as to the individual economy in isolation. 

Every w^here in society among individuals who earn a 
part or all of their money incomes/ we may expect to find 

1 A man may rrccive part of his mcome by gift or iiihtritance and 
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pure ** teteem values " being measured by subjective costs. 
But the relation of subjective cost to exchange value is a 
different matter. Two parlor tables of the same make and 
pattern will possess the same exchange values^ but the 
esteem values of the two to their separate o^^ners are not 
comparable quantities. Each of these owners, for himself, 
may estimate the esteem value of the table in terms of its 
indirect cost of acquisition in his own disutility. The dol- 
lars cost him disutility and the table cost him dollars* But 
this is not at all the same as saying that the "exchange 
value ■■ of a table is measured by the disutility cost of pro^ 
duction of that commodity. Exchange value can have no 
such intimate relation with disutility cost as esteem value. 
Furthermore, the cost of production of tables is experi- 
enced only by makers of tables, and not by their consumers. 
The exchange values and pain costs of commodities can 
have no closer relation than one of mere proportionality^ 
It is possible that, if one A has an exchange value of two 
B, an A has cost twice as much disutility to produce as 
a B, In this case the exchange values of these commod- 
ities, each in terms of the other, are proportional to their 
subjective costs. It is permissible to predicate equality of 
subjective cost and esteem value, but to say that the sub- 
jective cost of an article equals its exchange value would, 
of course, convey no meaning. The unqualified classical 
labor theory asserted that exchange values were determined 
in proportion to relative labor costs. The aim of this chap- 

«»rn a part. The latter part becomes in this case a sort of marginal 
portion. Though all of his dollars have not cost him disutility, some 
of them h^ve, and upon principles already discufsed, any dollar has 
the ** effective" disutility cost of the most costly dollars. This is 
jyst as true as the fact that the first hours of labor may sometimes be 
play and yet th(:ir product always counts as having a. disutility coat 
because of the disutility of the final hour. 
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ter has been, therefore, to prepare to answer this question: 
Are the exchange values of commodities in the social mar- 
ket in proportion to the subjective costs of production of 
these commodities? Is there any way of defining, or 
method of reckoning, the pain cost of a good, which wilJ 
enable us to show this proportionality? 

Before attending directly to these questions, it is best to 
consider whether it is possible to compare the subjective 
costs of commodities produced by different persons or 
groups of persons- A ton of coal may exchange for six 
bushels of wheat. The subjective cost of the coal consists 
chiefly in the labor of certain miners; that of the wheat in 
the labor of certain farmers. To assert that the subjective 
costs of production of these commodities either are or are 
not in proportion to their respective exchange values, im- 
plies that we are able to compare these costs as quantities. 
To assert proportionality requires that we be able to say 
that the disutility experienced by the miners in producing 
a ton of coal is equal to that experienced by the farmers 
in producing six bushels of wheat. To assert dispropor- 
tionality, we must be able to state that these disutilities arc 
unequal. If these disutilities are quite incommensurable, 
we can assert nothing regarding the relation of these costs 
to the corresponding exchange values.* Men as scholars 
are accustomed to maintain that the pleasures or pains of 
different minds cannot be compared as quantities, while in 
every -day life the same men are equally accustomed to state 
that John enjoys music more than Paul, or that Primus 
suffers more or works harder than Secundus. May or may 



' The reader should Iwar in mind that the " theory of price," in 
which exchange value h explained according to the utility theory of 
value, involves so comparison whatever of Ihe satisfactions of differ- 
ent p«r$ons. See ante, § 4 
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not we affirm that the stoker works harder, or in our own 
jargon, suffers more disutility^ than the dining-room stew- 
ard? In the hope of setthng part of the issues raised in 
these questions, let iis consider the meaning of one of 
Adam Smith's statements regarding wages in different em- 
ployments. I refer to the doctrine that wages tend to be 
higher than the average in employments where there is a 
higher degree of disutility. This tendency is operative 
on!y under perfect competition, and the existence of numer- 
ous non*competing groups occasions a result much changed 
from that to be expected from this tendency, which is 
^ sometimes described in the " evil paradox " that the harder 
the work, the lower the wages. The question which con- 
cerns us here is, how much does either of the above state- 
1 ments imply with respect to the possibility of comparing 
the pains or pleasures of different persons. It seems to the 
writer that neither necessitates a direct quantitative com- 
parison of the subjective experiences of different persons, 
I may, perhaps^ say that the persons in occupation A are 
suffering more disutility and receiving higher wages than 
those in employment B, but all I can be supposed really to 
know is that if I were in occupation A, I would suffer 
B more discomfort than if I were in occupation B* If I am 
a person of ** average " (t. ^., typical) constitution, I may 
infer legitimately that this is true also of any average per- 
son. While making no affirmation that John suffers more 
disutility than Paul, either when these persons are in the 
same or in different employments: * we may be able to state 
that either John or Paul will suffer more in occupation A 
than in B, The upshot of the matter is that Adam Smith*s 
proposition implies only our ability to compare the dis- 



I 



* This kind of affirmatiou is. however^ very common, and hence the 
presumption is that it has a Icgittmate meaning. 
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utUity (using this word in the sense it ought to have) of 
different tasks. A task is objective, consistiug in certain 

c^jective results to be effected under certain objective con- 
ditions. When the objective characteristics of a task neces- 
sitate subjective discomfort in the person who performs it, 
the task or employment possesses Ji^'utility, which is thus 
a concept the opi)osite of utiUty. If within a competing 
group eniploynieit A affords a higher wage than employ- 
ment B, because its disutility ts higher, the result is brought 
about not* in the first instance, through the perception by 
the workers that certain individual persons work harder 
than other individual persons, but through the perception 
that any normal individual for himself would work harder 
at the task A than at the task B. l"he possibility of com- 
parison is implieti merely between the '* pains " of the same 
person, though there are common forms of expression which 
imply more. We may conclude, then, that there is a per- 
fectly legitimate sense in which we can ccMiipare the sub- 
jective costliness of commodities produced in society by 
entirely different groups of persons. And no one doubu 
that the day*s product of a coal miner has a higher dis- 
utility cost than the day's product of a farmer. 

When we find tlie statement in an economic treatise that 
the exchange values of commodities are ultimately regu- 
lated by their subjective cost^ it is to be assumed that the 
meaning is the same as that which would be expressed 
with greater precision by using the word costliness. With 
the explanations already offered we may henceforth follow 
common usage and aiiploy the mere word cost. Tliere arc 
two distinct ways of reckoning the pain cost of a com- 
modity, namely, (i) as total cost; (2) as marginal cost 
Ricardo reckoned cost according to a hybrid method* The 
total subjective cost of a good consists in all the discom- 
forts of labor and abstinence actually endured in the past 
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to produce it. Taking^ the factor of labor alone for illus- 
tration, it includes the cost of the labor directly aj^lied 
to the good, and of the labor indirectly applied by being 
directly applied to the raw material and machinery which 
are used up in its making. The machinery, however, has 
always been made at the combined expense of labor and 
of using up formerly existing tools and machinerj'; and the 
latter tools and machines had a labor cost. .\ product's 
total cost may include, perhaps, one one-hundredth of the 
labor cost of the first generation of certain machinery used 
in its production, and as we go back, one one-millionth of 
the second generation;^ and the total labor cost of any 
commodity thus goes back no man knows how far. Tliere^ 
fore, the total labor cost alone of a good (to say nothing 
of the abstinence element) is an extremely indefinite quan- 
tity; and tt is impossible to know anything very definite 
about the comparative total labor costs of different articles. 
But beyond this, we do know that the existence of differ- 
entia] rents destroys the possibility of proportionality be- 
tween total labor costs and exchange values. 

The concept of the marginal cost of a gocKJ appears in 
the Ricardian theory of rent, and has been involvetl more 
or less clearly in the reasonings of most modern econo- 
mists, but it is almost entirely to J, B. Clark that we owe 
the consistent development of this idea. The marginal 

* Suppose a machine is destroyed in ttic making of lOO units of s 
certain product. Then the total labor cost of each of these units 
contains y^ of the total labor cost of this machine. This is ex- 
plained by Ricardo and by recent followers of Rtcardo, as for instance 
by Professor Macvane in his text book. Another earfjer tnachtnc 
was partly used up in making this first one. Perhaps it con- 
tributed Y^ii^ of its total labor cost to this first. Then each of our 
products conuins in its total labor cost ^ J-^ of ^^_J_^^ of the total 
labor cost of the madbint of the second generation back. 



^ 
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subjective cost of a good may consist either of labor or 
of abstinence, but not of both combined. In this essay we 
wilJ arbitrarily set aside the problem of abstinence cost 
The marginal labor cost of a good is, of course, deter- 
mined by ascertaining the marginal product of labor in 
producing this good. To illustrate in the simplest manner 
possible, we will follow the time-honored procedure of 
eliminating capital for the moment^ and suppose succes- 
sive doses of labor to be applied to a given piece of land.^ 
Let the labor force applied stand at a certain amount, and 
suppose the dose to consist of a labor day. Then, if ex- 
perimeiUation re^^eals the fact that the addition of one 
more dose will increase the whole product by the amount 
of two bushels, we define these two bushels to be the 
marginal product of a labor day. Professor Clark fre- 
quently refers to this same quantum as the specific product 
of labor The land in this case may have consisted of a 
lOO-acre field and the total labor applied may have amounted 
to, say, 300 labor days. The total produce may have been 
3,000 bushels of grain. By hypothesis, capital being elim- 
inated, the total labor cost of these 3.000 bushels is 300 
labor days, or ten bushels cost one labor day, or the total 
cost of a bushel is one-tenth of a day. On the other haudt 
the marginal cost of a bushel is one-half of a labor day, 
since two bushels are the marginal product of a day-' 

* Using capital here in tKc s«nse of means of production that are 
themselvirs products of Ubor. We will go 50 far tn our illustration as 
to suppose that the knd has never had labor expended upon it to 
drain it^ or iti any other way to " fix an element of capital in it/' 

* In this illustration the marginal cost is fi%'c times as high as the 
*' total cost " or total average cost 01 a bushel, but this ratio couli 
have no significance even if the data of our illustration were approxi- 
mately true with respect to the direct labor cost of wheat on good land, 
for we have diminated from the real total labor cost al! of what 
Ricardo caned the "indirect" labor coat, by eliminating capital 
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Rkaido, wrht> so ex^idtly defined total bbor oofit as oao- 
ststin^ of tbc labor both directly and indirectly appScd te 
a cnmniodtty, also assttmcd that id ooe fcsjiect valoe^ 
dctenminog: cost is tmarguud, tboctgb be never osed the 
vord "mai^maL" It was for this reason dot not Ear 
hack we described his method of defintr^ cost as hybvid. 
His doctrine thai rent docs not enter into cost was bot ooe 
way of stating that am land, it is only g wyna l cost (as 
he repressed it« the cost of the tnost co^iy portkin of the 
supply J which determines valuer In real ti^ produc ts 
■ are the rcsolt of combining not land and labor akne; but 
land, labor and capital (in the sense excltiding land — our 
usage at present). W'Tien Ricardo vi^as expounding and 
iUnstrating the theon* of rent which bears his ttame; he 
was fofttd to suppose that the successive doses added to 
land wG-e composed of capital and labor jointlyt^ wtucb 
left his marginal quantum the product of both of these 
agents. This left him n4th the great Lntercst diffimhy 
with which he occupied himself in his first chapter.* It 
remaiDed for J. 6- Gaik to pcnnt oat that the mafgina] 
pfodtict of labor could be disentangled from the prodtict of 
capital as wdl as frocn that of land.* Upon this posstbility 
depends the imponant productivity theor>' of "pf^n^s. In 
order to explain the process by which the pure marginal 
pfoduct of labor is found by the entrepreneur^ Clark adopts 
what is Hrtually the business maa^s conception of capital^ 



I 
I 



^ Ricardo f roqtieiiilr st^poied hb doaes to conust ol 
caqtOMlcd hy the farmer^ or la uXAiUt of m cr qpcnte of 1 
These do«es of monej, bow«v«r, w<rald be expea dtd for Ciptttt \ 
Mkd Ubor rover conjoiDUr^ 

■ Traced in the fifth di^plcr of the piresent essay 

* Thit b to »r* vH^ ve tS&xm that m Mr tbeory we can d ue nt m cig 
dK 9^€d&c product of UboT^ ire m»s tbat eiitTepfenc«tr» in pnctkal 
effect do a»ccrtab the inanpnal product of libc»r in laitiwf ^ thctr 
hbor forces. 
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as distinguished from concrete capital gtwds. The latter 
alone have beeii designated capital by most economists in 
their formal and explicit definitions. Professor Clark pre- 
fers to call the two concepts simply capital * and capital 
goods. Capital is a ** sum of productive wealth, invested 
in material things which are perpetually shifting — which 
come and go continually — althougli the fund abides/*' 
These materia! things are the capital goods. Capital as 
an amount must be measured by its exchange value. A 
capital of $100,000 may be prepared to employ say 40 men. 
Should it be rearranged to employ 20 men, its concrete 
make-up would have to be altered. A less number of 
machines and tools of better quality would have to com- 
pose it. Now as the concrete tissue of a given capital 
perishes or matures and frees its value for reinvestment in 
more concrete goods, an entrepreneur has it open to him 
to alter the concrete constitution of his capital* In this 
way, in the course of time, an entrepreneur may be able to 
rearrange his capital so as to augment or decrease the 
labor force employed with it. In many cases pretty large 
changes in the labor supply employed with a given capita! 
could be made with little or no alteration of its technical 
concrete make-up. Somewhat slowly and under this and 
that frictional difficulty, the experimentation is made which 
reveals the marginal product of labor. The process which 
discloses this must always in the end be one in which an 
increment of labor is added to or removed from the force 
working with a given capital and an observation made 
of the resulting addition to or subtraction from the total 
product. Tlie exposition of this process and the explana- 
tion why competition tends to make the wages of labor 
(of whatever grade) equal to its specific or marginal prod- 

» Somctimts "pure capital/* ^Distribution of Wealth, p. IIQ; 
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uct, is probably the greatest contribution to economics con- 
tained in Clark's Distribution io Wealth, and occupies a 
large part of that work. 

As was virtually pointed out by Malthus/ the presence 
of rent and interest charges in entrepreneur's costs is an 
insuperable obstacle in the way of the theory that a com- 
modity's total labor cost is proportionate to its exchange 
value, tf, however, an attempt is made to correlate vuir- 
gifial labor cost and exchange value, the difficulties of rent 
and interest are eliminated. When we say that these diffi- 
culties are eliminated, we do not mean that they are arbi- 
trarily set aside, or that we merely run away from them: 
but the marginal labor cost of a commodity is not affected 
by the pa>'ment of rent and interest. For instance, if 
wheat is being produced at the same time on land of the 
best and land of the poorest grade, a large rent will be paid 
out of the total wheat product on the former soil, and 
little or nu rent may be paid out of the total product on 
the latter, and yet the cultivation will be carried to the 
point which makes the marginal product of labor and the 
marginal labor cost of wheat the same on both grades, 
Ttie same observations may be applied to rent of capital 
(or interest, as we call it when it is calculated as a per- 
centage of the value of the rent-bearing agent).' 

The great difficulty in the way of the thet>rem that the 
marginal labor costs of commodities are in proportion ' 
to their exchange values, is the problem of skilled labor. 
The best way to show the effect of skilletl labor upon com- 



* See antf, chap, vti, %% 4 and 5- 

* Adopting the view of the income of capital takfti by Professor 
Qark and advocated with *o much force by Professor F. A. Fetter 

' By this phrase we mean always m rrtative proportion, so that the 
value of A is to that of B. ^s the cost of A h to that o5 B. 



i88 



LABOR THEORY OF VALUE 



[446 



parative marginal costs is first to eliminate it temporarily 
from the problem, and show what the relation of marginal 
labor cost would be to exchange value, if there were only 
common labor throughout society. If all labor were of a 
single grade, all commodities which are products of labor 
would have exchange values in proportion to their respec- 
tive marginal disutility costs* This would be true whether 
the products are consumption goods or are merely pro- 
duction goods which are used in making further products. 
Some valuable goods are not products of labor Such are 
bodies of ore lying in their natural state, standing timbcrt 
etc. These production goods have wo disutility cost, mar- 
ginal or total, and consequently their exchange values have 
no relation to cost- Their supplies are determined inde- 
pendently of human agency. Ore at the surface, crushed 
or smelted ore, are, however, products of labor^ and so 
long as only a part of the known existing ore of mines is 
removed — a part remaining untouched because of too high 
cost — the supply of any product resulting from the com- 
bination of labor and native ore-bodies, will depend upon 
mar^nal labor cost/ 

The homogeneous labor force (which we have assumed 
temporarily) will distribute itself among all the various 
industries in society in proportions determined by the mar- 
ginal product in each industry. Capital will also distribute 
itself throughout the system of industries, tending, of 
course, in the long run, to appear in each industry in such 
proportions as will, apart from inequalities of risk, produce 
cveryTA^hcre an equality of its returns. Assuming the dis- 
tribution of capital to have reached a condition of cquilib- 



* Put in proximate and practical language, the amount of ore that 
can be taken profitably from a mine depends jointly on the price of 
ihe ore i.t the surface and the w&i^ of labor 
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rium — it being no part of our present task to follow out 
a theory of interest — let us try to s!iow that labor will 
distribute itself over the field of industry in such a manner 
that exchange values will be proportionate to marginal 
labor costs. If labor flows from one industry to another, 
the total output of the first industry will decline and that 
of the second will increase. Tlie chang^e in the supplies 
of the respective products of these industries wilt alter the 
exchange values of these articles. Different distributions 
of labor among industries will give rise to different rela- 
tive supplies of commodities and diflferent exchange values. 
As the supply of labor in any industry increases^ its mar* 
ginal product decreases. If all occupations possessed the 
same disutility, the supply of labor would be so distributed 
that its marginal product would have the same exchange 
value in all industries. But if some occupations neces- 
sitate higher disutility costs than ordinary, the supply of 
labor obtainable for those industries will decrease until the 
exchange \^Iue of the marginal product is raised till it 
compensates for the superior disutility.' If one commod- 
ity is produced at a higher disutility cost (to the labor 
directly employed upon it) than another, the marginal prod- 
uct of labor in it will have a higher exchange value. If 
6 A in one industry and I B in another make the mar- 
ginal product of a labor-day, 6 A will exchange for i B, 
provided the disutility of labor is the same in both em- 
ployments. But if it costs more disutiHty to produce 6 A 

1 A rise of th« exchange value of the specific product of labor com- 
pensates for superior disutility by enabling the laborer to purchase 
things of higher esteem value with his enhanced wages. In other 
words, we have been explaining the familiar doctrine that wages tend 
to be higher in employments of higher cost. If a laborer wefc free to 
choose the precise length of his own working day, he would stop when 
the Rnal disutility of the Ubor and the utility of the commodities pur- 
chased by the marginal increment of wagei are equivalent. 
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than I B. the relative supplies of A's and B's would be 
so adjusted that 6 A will exchange for more than i B. 
Thus a superior disutility cost raises the exchange value 
of a commodity, in order that this commodity may afford 
a superior value product to labor. Labor-power is a pecu- 
liar production good. Like other production goods of 
manifold productive uses, its expenditure constitutes poten- 
tiality cost; but it is unhke others in that human pain cost, 
is an ever-present incident to its expenditure. The dis-f 
tribiition of labor power among difFerent productive uses 
is not governed solely with reference to its share of value 
derived from the product, but is governed in part with 
reference to the pain-cost involved in the production of 
the product. A higher disutility necessitates a higher share 
of exchange value. Thus it com^ to pass that this most 
disposable and important of production goods will dis- 
tribute itself among products in such a manner that 
these products will have exchange values in proportion to 
their marginal pain costs. This resuh is brought about 
solely by control of the relative supplies of these products, 
the exchange values of which are all derived from utility 
solely after the method described in the utility theory. 

When we introduce the question of skill into the prob- 
lem, we find that the supplies of many kinds of labor are 
limited not with reference to the disutility of the tasks 
performed, but are limited solely because the requisite brain- 
power, ingenuity or strength are scarce. The marginal 
product of such labor is raised by the limitation of its 
supply. Thus, it is a truism that many occupations of the 
lowest disutility afford very high wages, and that in the 
vast majority of cases high wages are not caused by high 
disutility, but by scarcity of competent persons. Suppose 
the commodity A is scarce^ is of high exchange value, and 
is the marginal product of a skilled labor day. Article B 
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is the protluct of a day of the lowest kind of Jabor* One 
A may well exchaii^e for three i>r four B, Yet the mar- 
ginal labor cost of A is, in the typical case> even less than 
that of B, for the skilled laborer ordinarily suffers less 
pain cost per day than the unskilled. Hence, the ex- 
change vahies of these products are quite out of proportion 
to their comparative marginal disutility costs, '^fhe existence 
of non-compeling groups, first emphasized and named such 
by Cairnes, is then a fatal obstacle in the way of the ad- 
justment of exchange values to comparative margfinal costs. 
8, We may now essay a partial summary of the results 
which have been reached up to this point. The end of 
the theory of value is primarily to explain exchange value. 
The only workable definition of this term is purchasing 
power. The purchasing power of a commodity is meas- 
ured objectively in terms of the physical units of some 
other particular good, except when we are speaking of the 
concept of an article's general purchasing power. This, 
\U purchasing power over all other comniotlities/ is meas^ 
ured as some kind of mean or average of all its jmrticular 
purchasing powers. What mean, it is no part of our task 
to enquire. All goods which possess exchange value also 
possess that other kind of worth which we termed "esteem 
value." Every commodity derives its exchange value solely 
from its esteem value, or, speaking with precision, from its 
esteem values. For a commodity has a separate esteem 
value to each individual person who can utilize it* If 
society were as one man/'' the exchange values of goods 

' Or, aa Walsh states, it may also be defined as the article's pur- 
chasing power over all goods including itself. This is not the same 
concept, but is one equally entitled to the name '* general purchasing 
power." O^, f1^J p. 13* 

* The meaning of this condition, it is hoped^ will he apparent frt^m 
the discussion in section 6. 
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woiilci be but the exponents of their relative esteem values. 
In other words, if a physical unit of one commodity ex- 
changed for two units of another, the reason would be 
merely because the first possessed twice as much esteem 
vahie to all society as a unit of the second. But the estean 
value of an article is a much more definite thing than a 
social estimate, u e,, an *'averag"e" (or typical) estimate 
of worth. The esteem value of a good to a person is the 
measure of the amount of that person \s satisfaction con- 
ditioned upon the enjoyment of the good. Goods existing 
in superfluous abundance give satisfaction hut do not con- 
dition it J and hence lack esteem value. Taking for granted 
the amount of an individual's income, the esteem value 
which a good has for him determines his price equivalent 
for that good.'' The market price, or exchange value, of 
a good is a resultant from (never in any sense an average 
of) the individual price equivalents placed upon it by the 
body of individual consumers. 

The exchange value of a good varies inversely with the 
supply of it presentefl to the body of consumers. The 
larger the supply, the lower is the price equivalent u4iich 
must be reached as the marginal determining point of its 
market price, ^ A change of supply alters exchange value 
only because it changes the marginal price equivalent,' In 
the social market, the purchasing powers of all the various 
products over one another depends upon their relative sup- 
plies. So far as cost of production in any form exercises 
any degree of control over the value of a good, it can act 
solely by way of influencing the supply of the good. The 

1 See p. 151, "See p, 151- 

^ This proposition is stated lc>ose]y fts being that an increasfr of 
supply lowers value by reducing marginal utility. In many cases, ex- 
change value is lowered by 3 decline of marsiniil utilitiea, but oot 
always. See p. 152-^. 
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lrfieiic«nenon of the apparent regulation of the exchange 
values of products by their entrepreneur's costs, is but a 
part of a larg^e process in which cognate (or " fellow") 
products adjust their relative supplies and their exchange^ 
values to one another, to the end that the common pro- 
duction goods entering into all of them may produce equal 
productive contributions or shares of exchange value per 
unit in all of their productive applications.^ Tlie relation 
of the pain costs of products to their exchange values is 
limited to one of mere proportionality** The pain cost of 
a product may be calculated in two very distinct ways, 
giving total pain cost or marginal pain cost. The total 
pain cost of a good^ consisting in all the labor and abstin- 
ence ever endured to bring it into existence, is quite an 
indeterminate quantity,^ and its inffucnce upon the ex- 
change value of a good is very remote and irregular. The 
larger part of total labor cost, the part which includes the 
labor directly applied to commodities, plus the labor in- 
directly applied by being directly applied to tbe raw male- 
rial and machinery immediately used in their production, 
and so on for the few nearest generations of machines, this 
being the part which excludes the infinitesimal bits of 
labor cost expended far in the past, can be shown positively 
not to be in proportion to their exchange values. Kor com- 
modities produced at a higher expense of rents of all kinds 
(as opposed to wages) have exchange values out of pro- 
portion to this calculable part of thetr total costs,* We 
find that the control of marginal cost over value is closer 
than that of total cost. If it were not for the existence 
of innumerable grades and classes of skilled labor, the sup- 

' Compare p. 160, ■ See p. 179. 

» Even as economic quantities go. For :or. :cpt of totil i^aia 
cost see p. 182, 
• See p. 183. 
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plies of produced goods would be so adjusted that their 
exchange values would be in proportion to their respective 
marginal costs. But on account of skill, we must here 
again characterize the influence of subjective cost as rc^ 
mote and irregular. 

In conclusion, it is true, speaking in very loose and 
general terms, we may say the exchange value of a good 
dq>end3 both upon its utility and its costliness to mankind. 
But it would not be proper to say that cost and utility are 
equal and coordinate regulators of value. Therefore, Pro- 
fessor Marshall's shears simile is not to be commended. 
The mo st n oteiA^o rthy ch a n ges in ex chan ge va lues have 
been produced by discoveries which reduced the labor cost 
of goods. But the amount of the reduction thus produced 
in the exchange value of a particular commodity could have 
only the roughest correspondence with the amount by which 
its relative pain cost was reduced. Also, for reasons al- 
ready shown, we know that neither before or after these 
changes was it possible for exchange valu^ to be in pro- 
portion to relative pain costs, whether total or marginal 
costs be taken. Furthermore, all alterations of exchange 
values produced by cost changes are effected solely by alter- 
ation of the value-deterrnining utility itself. Utility has a 
nuicli more direct and intimate relation with value in either 
form than cost. Value may exist without cost and cost 
may be expendetl without occasioning value. Value never 
exists without utility and utility (not in the sense of 
Smith's '* use-value/' but the effectual utility, the utility 
which measures the satisfaction conditioned by a good) 
never exists without value. Cost affects value solely by 
influencing utility itself. From this comes the alMmport- 
ant conclusion that whene-zer any of the numerous and 
permanent forces are active which interfere with the in- 
fluence of cost, value follows the utility and not the cost* 
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IN the Quarterly the highest authorities will discuss im- 
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ized the periodical for more than a decade. 

The scope of the Quarterly is wide enough 
pQjJf J^g to include all the leading questions which ap- 
peal to men as parts of the body politic. 

In Economics h has discussed taxation, 
Economics* socialism, the immigration problem, the 
labor question in its various aspects, land 
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CONVGNIKNT^ ia oti« tlmo volume. 
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EDGAR G. MURPHY^S 
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trial and PoJillcaJ Issues of the Southern States. 

Problems of the Present South 

*' The book's hopefulness, iu moral eaniestJ^e^} and its bold upon fundimcntal 
principles ^ distmguish it «inon£ recent writm(;Sf bearing on similar eductiLional , 
inctu^triat and pntitical issues, tt is t tboroughly just and intell^gcm eHort to con- 
LribuLt, from s standpoint ^'ilhio tbe life and thought of the ^uth* to democratic 
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probleni^ tJtc treated a£ phases of the csscnliat movement towards a genuinely 
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43' t^S^^'' ^^^f^o i^tfi^i S/*s^t «*'/■ (Postage tic.) 



THE MACMILLAN COMPANY, FubUshers, 
6S Fifth Avenue, New York. 




NEW BOOKS ON HISTORY, ECONOMICS, ETC 
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i90H*)t 3S3 VV* ^^°* ^l*t *^^' $j-ott,«rf* 

CUNNIMGHAM. The Growth c^r Eng;IUb Industry aq^ Commerce in 
Modern Times. JHy W. Cun\ingham» D. D., fonnerly Lecturer did Ecou- 
fitnic llUlory in Elarvurl UnivcrsityT Volume IL In two p»n3. Fvt L^ 
Mertmniile Syttem. 38 1- 60S pp, g»» d, P«rt It*— L«i«« Fwi«, t<+4Jo 

JOHNSON. A Cc&tury of Expdnaion. By Willis FLffTCKSR JoH?«soett' 
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1903. Edited by F. KtrKpatkecK, M.A,, Trinity College, Cambridge. ^ 
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SKl^lNfi. The Expansion of Ruasia, 1813-1900. By FiLANCts Henky 
SKUma, F.S.S^ Cambrid^t I/itdjrUai Series, With maps, 8+186 pp., 

]£"i d. $t.JO, H<t. 

STATESMAN'S YEAR-BOOK (THE). Statistical And HlMoncal 
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ScoTt' KitLTiE, LL.D.j Secretary to ibe Royal Geographical Society, With 
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■AStABUE,— Fubtlo Flnuin* By C, F. 

Bastau^b. ma, LL. D , Pftitasor pf Po- 
lillul E^Domy in Lhc UntvcriLry pf Dublin. 
Sccof] d ¥A\ ikin . Rcr i*ed *nd E d^jgctl. 
ivo. $4.00, ntf. 

86H1C-SAWERK.--Capital uid InUt- 
Mt. By Euutfxs V, baBH-BAvriAJt. 

TrAntlaled, with 4 Prebce ajid Ajulyiis, by 
Wtlliau Smart. Bvo. ^.c>0, 
BdHM-BAWERK.-T!i* Potltiv* Tll»- 

Orr of CB-Plt&l. TranFilateti with a Preface 
ADd AnA^fsiif by WiluaJi SmAAT, M. A. 

O0MiION8.-Ttl« DUtrlbntiot. of 

oi KcoDoffiict ahJ Sdc^aJ Science, luJujil 
Uaivmity. lima, ^i.jif^ti. 

CUHKIKOHAJf.-Thfl Growth Of En- 
ClUh Indufltry and Commarca In 
Modarn TU&ai. ^y W. Cuhhimghah. 

DA7EKP0RT.-0TittliL«t of EcozLomto 
TbAory^ Uy Huhbukt J^jshph Davxk- 

fCRT. Ifmo. Clolh, fj.wi, M^t. 

DBL UAE.— Tb9 Sclenca of Mon«7* ^r 

ALBXAffDEH Dhl Mam. Sccond EditJOD. 
KeviKilbv the Author^ Btd. ^3.9^. 

DTEB'-Tii« Evolution Of Indnitrr* By 

HiWftT Dtik, C. K., U.A., D. Sc, etc. 
FONDA^—Honett Honey. By Ajithus I. 

K^»N13A. 1 JCnO. fl.uO. 

aOKTQH.— TtLc SUvar P(>Tmd And Enc- 
RflBtorabtQQj Tof «tb0T with tti« Hia- 

tOTJ of tUa OUUlOA- lllujcraicd by Con« 
tciDpor^ry Documcriut, By ^. Dana Hor- 
TOif, k OelegAte of the (Jnited States of 
AideriCK to lhc littefo^tiOA*] M;>nCtary Cofr* 
Fcrencc of 1S73-1 BiJt. ISitd. $4.40. 

fiOKTON.—BOTtT^ in Elirop«. By S. 

DAfiA HoHTOM. Scqond EJiiiop, £alji;(cd. 
j»nio. $7.50, tir/. 

HOVBLL.— A Huidy^Book of th« Lft- 
lior L&Wt. Beinj£ a PopiiLu- Guide to th< 
tm^lt^ycr-i and Wurkmcn Act* tS^S : Tliule- 
Union Acti, ift?'. iBT^.and 1S9J, «tc. WJth 
IntroOuCLioiit, Note&t ihtl the AnthoriKd 
Ruirt antl Ki^rTM En- 1 be U« of Warkai«ii. 
By Gbokci HdwiLL, F'.S.S., M. F. Tbinl 
Editioti, Reviled, luw. ^.5a>. 



JBY0N8.— tuTeftlg&tlOn* In CnirmiOT 
and Flnuica. tiy ^r ^tanuiv Jicv^jffi^ 

LL, D , M. U, F.K b. lUiuUkttd by 
I'weibiy DiApUUt, £<liledp With All Intro- 
duction, by H^ 5« Foxw^U-i H.A. Ar4. 

MALLOCK.— Clasiu And Itftiiet, ov 

w«UUi. Wu«a, and w«Uftre in tlw 
UnlMd Kingdom, a Kindbo^^k of iSocUl 

HALLOCS.-L&bor ULd tha PopnUf 
WallAre. New<diiioD. nmo, 90 cu. 

MA¥0*3U1TH.— 8t&tUtlCt«Q4 Soclul- 
Of y. ^y H-Kn.ttomu Mayo Smith, Ph,D,, 

Protci^or oi J'oiitic^ 3^il Social ^ci«Dc« f» 
Columbia UtuveniLy. Qto. Ij.oa, i*#^. 

HICBDLSON.-A Traatita on Montj 
ajid £BBiLyB on Monci&rv Problemt. 
By J. ■^^iHlLll Nlch^usom^ 5|,A., D. tk., 
Thir^ Editioa. With a New Second PatI of 
v4 Trr^ut vH Monty, lamo. |4.od. 

fltrilc«» »nd ftoclai ProM«tD4* |<.4$, 

FLSEH.-Introdnotlon to Ptiblla Fl- 
nftaoOp l^y Caml C. Plbhk, Ph. D., A»' 

fcutaiiL Prtfeuor in the Univenity qf C>li> 
fbrtiiA laniD. Cloth, pp. kit. +364. PKut^ 

BO1T8IBB0.— Tba La^ot Qnastlan la 

BflWln. Dy Paul Lti-Kduhimm. With 
■ Prefat* by HcDii dfl TourviLICn Tnu- 

lated try F, L. D. HuIEHTSoh^ DA. Stq. 

f 4.0:1 mrt. 

BELiaMAir,— EtB*r» In Ta.XfttlOft Hy 

LDwin R A Stliuhan, Pml^ur of Pnllt- 
icdL Economy and Finance, Columbim Unl- 
veniiy. &¥<> I3 (*, itnf 

8lf&RT.-8ttidlea In Eeononlci/ By 

WiLLEAM Si4A»tT^ M. A., LL.D , [^^turer 
or PcliucaJ Econocny In ihc Unlvenky oj 

SlIfABT.— An tstrodnctlon to ttia Tb»- 
ory of V&la« on tb« tln«a of Mancar, 
Wlaaet^ &nd Bbtua -B& warlc. Hy wi ll.^ 

lAH SHAftT^ M. A. uruo. ft ?). 

VOW HALLE.-Tmttf. or Indurtri*! 
Combination II «tid Coiittlont in tba 
Unltad fitAtaa. By EmnT Voh Halls. 
ttmo. |i»i5. 
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SCHEME OF INSTRUCTION 

GROUP L HISTORY AND POLITICAL PHILOSOPHY. 

SuBjffJTT A. European Misiory, sixteen courses. 
&UDj£CT B. Avnericaii Hbtory* nine courses. 
SuBjfctCT C, Political Philosophy, three courses. 
Subject D. Ancient History, seven courses, 

GROUP II- PUBLIC LAW AND COMPARATIVE JURISPRUDENCE. 

Subject A. Con^tiiutional Law, r^ur courses 

Subject B. lulertiationat Law, four irourscs. 

Subject O Administraiive Law, seven courfes, 
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VOLUISE I, ld91'2. SecoDd Edition, 1S97* 396 pp. 

PricCf 4^3-001 bouad* 9^3-5°^ 

f. The Divorce Problem— A Study in SiatiMic3. 

By VV alter F. WillcQx^ Pb, D, Price, 736^ 
«» The HUtory of T*rifT AdminiBiriktioTi in the United Stateft^ from Colonial 
Tifliea to the McKinley Admmistratwe BtlK 

By John Dc*n Goa^, Ph, D. Price, $1.00. 
$. HiitDfy of Muntcipftl Land Owner&htp on Manhattan Island. 

By George Asbion Black, Pb> D. PiicOf $1.00. 
4« PlnaociAl History of Mafi&achusetts. 

By Charles H.J. Douglas, Ph. D, {Mri sttitf ttpanUf/y,) 

TOLTTME n, 1892-93. 503 pp, 

Piiee^9).DO- bouodp 4l3'5ii. 
I. The Economics of the Ruaaian Villa^^e. 

By Isaac A* Mourwich, Pb, D, {Out of print.) 
%, Bankruptcy. A Study in Comparative Legisliition. 

By Samuel W. Dunscomb, Jr, Ph, D. PricCf 9i<oo. 
3« Special AaBcaameDta : A Study in Municipal Finance. 

By Victor Roaewalerj Pb. D. Second Edition, i8g8. Price, 8i.oo« 

VOLUME m, 1893. 465 pp. 

Price, $3.0»; b«ua<l, $3->Q. 

I, Mifltoty of Stectione in ibe American Colonies* 

By Cortlandt F. Bisbop, Pb. D. Price, $1.50. 
Vol. I/If no. r^ may also be obtained bound. Pncei $1.00, 
1. The Commercial Policy of England toward the American Colonies. 

By George L. Beer, A. M. Price, $1.50. (AW toid ttparaitfy,) 

VOLUME IV, ld93-94. 438 pp. 

Price, fa^oo: bouad, ta-so. 
r, Pmancial Hifltory of Virginia. By William Z. Ripley, Ph. D* Price, SirOO. 
•. The Inberitance Tax. By Max West, Pb. D. {N^ *^ tep^raiiiy,) 

3, History of Taxation in Vermont. 

By Frederick A. Wood, Ph. D> Price* 9ioo* {Nfit soid siparately.) 

VOLUME V, ia95-96- 498 pp. 

Price. $],oc» ; bouod. §3,50.1 
1. Double Taxation in the United States, 

By Fraocte Walker^ Pb, D. Price, $1.00. 
s. The Separation of Qovemmental Powers. 

By William Bondy, LL. B., Pb. D. Price, $1.00, 
3< Municipal Government in Michigan and Ohio, 

By Delos F, Wilcox, Pb. D. Price 9i.oo. 
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VOLTTUS VI, 1896. 601 pp. 

Price, f^.co: OouDd, (4^. 
Htitory of PropHctary Govemftacnt in Pconsylvmnu. 

By WilliAm Robert Shepberd, Pb, D. Price, 44.00i 



T0L17MB Vn« ldd$, 512 pp. 

Price, %i.9tyi boand, $1.50* 
t» HUtorjTDfihe Tr«Jisitioo from Pro vine it I to Coo m on wealth Go vcnunc 

Maasachuftcttv. By H^rryA, CusbJng, Ph. D« Price, 

t. Speculation 00 the Stock and Prodtice Exchanges of the United Sta 

By Henry Crosby Emery, Ffa. l>. Price, 9i>9^ 

VOLUME Vm, 189e-9d. 551 pp. 

Prf CB, S)'9D i tHuad, $^Mh 
I. The Struggle between President Johnson and Congresflovef Reeonv: 

tion. By Charles Ernest Chadsey, Ph. D. Price. VtJMi 

a. Recent Centralizing Tendencies in Slate Educational A dm iniatrs tion. 

By WtUiam Clarence Webster,. Ph. D. Price, jf^ 

3. The Abolition of Privateering and the Declaration of Paris. 

By Francis R, Stark, LL. B., Ph. D. Price, t*J«tk 

4, Public Adoainittration in Maasachu setts. The Relation of Central m 

X^ocal Activity. By Robert Harvey Wbitten, Ph. D. Price, •i.oil 

VOLUME IX. 1897-^98. 617 pp. 

Prke,$3 5aj bound, ft^.ao. 
1. SofUsb Local Gorenmieot of To-day* A Study of the Relations of Ottdtd 
and Local Govenunect. ByHilo Roy Maltbie^Pii* 1>. Price, #i,«^ 

K(?/. /X, no. /j may also be obtained bound. Price, ji.jCk 
t. Genn^n Wage Theories. A History of th«ii Developmeot. 

By Jsmes W. Crook, Ph. 1>. Price^ ft.«iL 
f. The CeDtralizatian of Administration in New Totk State. 

By John Archibald Fairlie^ Ph, D. Price, 9i.eib 

VOLUME X, Id93-d9. 500 pp* 

Pricei$3JU^ bound, lo.^rk 

1 Sympathetic StriJEea and Sympitbetic Lockouts. 

By Fred S- Hill, Ph. D. Pritt, %\ 

m. Rhode IsUnd and the Formation of the Union, 

By Frank Greene Bates, Ph. D, Price, $k^s^ 
Vol* X^ no. 2^ vtay a/so be obfain^d bounds Price, |7.oa. 
3. CeDtrallxed Admini«tiatioa of Liquor Laws in the American C ommop 

By Clement Moore Lacey Sites, Ph. D, Ptice, ft 
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VOLUME XI, 1899. 495 pp. 

Prlc«,$j,jD; bound, S4^(k> 

By AdoA FeiTln Weber, Ph. 0. 
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